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The Alleged Interference of 
Federal Courts With Regulation 


Pere have long been broadcast that the utilities 
seek the aid of the Federal courts in preference to 
the state courts, in their appeals from Commission deci- 
sions. A part of the agitation against the present system 
of regulation takes the form, accordingly, of attacks upon 


the Federal courts. 


Are these charges justified? 


The 


answer will be found in the facts and figures here presented 
for the first time. 


By HENRY C. SPURR 


a4 U NLESS Commission regulation of pub- 
lic utilities works to the -advantage 
of the public, it deserves neither public con- 
fidence and support nor legislative co-opera- 
tion or approval.” 
HE above statement was made in 
a brief filed by the Wisconsin 
Commission in response to certain 
allegations in a joint resolution of the 
legislature of that state, criticising the 
Commission. 
The Commission said it was aware 
that a great deal of misinformation 
relating to the functioning of the 





Commission had been broadcast 
throughout the state and that it was 
not surprising that, owing to that 
broadcasting, those misrepresenta- 
tions had been accepted as verified 
facts. 

The resolution stated, among other 
things, that there was a widespread 
belief that the Commission was not 
functioning in the public interest. 
Said the Commission : 


“If such a belief exists, whether it be 
widespread or localized, it is largely the 
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result of misconception of facts regard- 
ing the results of Commission regulation. 
It seems to us, however, that the essential 
thing is to determine whether such opinion 
and belief is well-founded.” 


HERE certainly has been a most 

persistent propaganda against 
public utility regulation as distin- 
guished from fair criticism, in which 
misrepresentations have been exten- 
sively employed to discredit the work 
of the Commissions. Part of this has 
come from a group of publicists who 
want Commission regulation to fail. 
Part of it has proceeded from a group 
who assert that they want regulation 
to succeed, but who say it never can 
do so unless it adopts the particular 
theory of rate making which they ad- 
vocate. And part of it comes from 
political leaders, not very familiar 
with the course of regulation, who 
have been misled by exaggeration and 
misrepresentation and who probably 
think that a real cause for alarm ex- 
ists. 


ART of the agitation against the 

Commission regulation takes the 
form of an attack on the Federal 
courts. The theory is that the Su- 
preme Court is preventing effective 
regulation of utilities because it does 
not adopt a certain rate making 
theory. The argument is: 

Major Premise: Court decisions 
which allow a utility company to earn 
a return on the present value of its 
property, render regulation of public 
utility companies by State Commis- 
sions ineffective, or a farce. 

Minor Premise: The Federal 
courts allow utility companies to earn 
a return on the present value of their 
property. 


ConcLusion: Therefore, Federal 


court decisions render state regulation 
of utilities ineffective; or make it a 
farce. 


iy is apparent that the weakness of 
this argument is in the major 
premise. 

The premise begs the question. Be- 
sides that, it assumes that rate mak- 
ing is the only function of Commis- 
sion regulation worthy of considera- 
tion. It not only ignores éverything 
beneficial the Commissions have done 
for the public, aside from rate mak- 
ing, but even ignores what the Com- 
missions have done in the way of re- 
ducing rates, and preventing increases 
in rates proposed by utility companies. 

However, having begged the rate- 
making question, the critics endeavor 
to support their major premise by a 
gross exaggeration of the Federal 
court situation. Concluding that the 
Federal courts are interfering with 
state regulation they represent the 
utilities as rushing into the Federal 
courts, to aid and abet them in that 
wrong. Federal court cases are 
represented as a flood of long and 
costly litigation, which prevents the 
Commissions from functioning as 
originally intended. 

Even if one were to beg the ques- 
tion of interference as the critics do, 
and assume that all of the Federal 
court decisions are wrong, it would 
not follow that the Commissions have 
been rendered helpless, and that util- 
ity companies are conducting their 
business as free from regulation as 
if they were purely private enter- 
prises, as some political leaders are 
saying. 

Assuming that the Federal courts 
are always wrong, how far are these 




















decisions interfering with Commis- 
sion regulation ? 


N order to ascertain the facts with 
reference to the number of formal 
and informal complaints handled by 
the Commissions with the number of 
cases appealed to the courts, state and 
Federal, and some other facts relat- 
ing to rate cases, we recently sent out 
the following questionnaire to the 
Commissions : 


1. How many formal cases has 
your Commission handled since its 
establishment ? 

2. How many have been appealed 

« to the state courts? 

3. How many have been appealed 
to the Federal courts? 

4. How many of these have been 
rate cases? 

5. How many have involved valua- 
tion ? 

6. Roughly speaking what propor- 
tion of the rate cases before your 
Commission have involved valuation ? 

7. Of the total number of appeals 
to courts how many have been taken 
by your Commission ? 

8. How many informal complaints 
have been satisfied through the ef- 
forts of the Commission without 
formal action ? 


Enough of the Commissions an- 
swered this questionnaire to give an 
accurate picture of what the condi- 
tion as to court appeals is. 


HE California Commission states 

that between March 23, 1912, 
and March 1, 1930, the Commission 
has rendered 22,177 decisions and 
orders in 16,341 formal applications, 
and 2,835 formal complaints. Of 
these 145 decisions have been appealed 
to the state courts and 15 to the Fed- 
eral courts. Appeals to state and 
Federal courts have involved only 45 
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rate cases. Thirty-two have involved 
valuation. The Commission says that 
90 per cent of its rate cases involve 
some consideration of valuation, and 
about 60 per cent involve a careful 
determination of the rate base; and 
that actual inventory and appraisals 
by its engineering staff have been 
made in about 30 per cent of the rate 
cases. 

The Commission, itself, has ap- 
pealed to the United States Supreme 
Court in 6 cases. 


gees the establishment of the Con- 
necticut Commission in 1911 it 
has handled 7,565 cases. Of these 9 
appeals have been taken to the su- 
preme court of the state and 31 to 
the superior court of the state. There 
have been. no appeals from the de- 
cisions of the Connecticut Commis- 
sion to the Federal courts. Only 3 
of these cases have involved rates and 
there has been no reversal of the Com- 
mission by any court in any rate case. 
Only one of these cases involved val- 
uation as an important issue. The 
Commission says that all of its rate 
cases have involved valuation indi- 
rectly, but only a very few as an im- 
portant issue. The Commission, it- 
self, has taken no appeals to the 
courts. 


HE Idaho Commission has dis- 

posed of 766 cases since its es- 
tablishment in 1913. Of these some 
10 have been appealed to the state 
courts and one to the Federal courts. 
Nine of these court cases have in- 
volved rates and 4 valuation. Only 
about 5 per cent of the rate cases be- 
fore the Commission have involved 
valuation. The Commission, itself, 
has taken no appeals to the courts. 
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———- the establishment of the In- 
diana Commission in 1913 it has 
decided 10,053 cases. Of these ap- 
proximately 30 have been appealed to 
the state courts and approximately 10 
to the Federal courts. All of the Fed- 
eral court cases involve rates. The 
Indiana Commission makes an ap- 
praisal in every rate case. The Com- 
mission has appealed no rate case to 
the courts and very few others. Many 
of the cases appealed to the state 
courts were quite small, hardly worth 
mentioning. They include some cases 
on bus and truck transportation. The 
Indianapolis Water Case, McCardle v. 
Indianapolis, was the most important 
of the Federal court cases, the result 
of the Indianapolis case being repro- 
duction cost depreciated for the rate 
base. The other rate cases of the 
Commission before the Federal courts 


were decided unfavorably to the Com- 


mission. In every instance the court 
increased the rate over and above that 
established by the Commission. 


8 be Maine Commission has decid- 
ed 6,189 formal cases since its 
establishment in 1914. Of these, 17 
have been appealed to the state courts. 
No Commission case has been ap- 
pealed to the Federal courts. Of the 
state court cases 8 have involved 
rates, and 6 valuation. About 75 per 
cent of the rate cases before the Com- 
mission involved valuation. The 
Commission has taken no appeals to 
the courts. 


Ki tose records of the Minnesota 
Commission show that in the 
years 1915, 1916, 1917, and 1918 a 
total of 9,474 formal and informal 
cases were decided. During 1919 and 


to and including 1928, 5,267 formal 


cases were decided. Of these 74 were 
appealed to the state courts and 6 to 
the Federal courts. Seventeen of the 
total number of appeals have been rate 
cases. All 6 appeals to the Federal 
courts involved rate questions. Ten 
of the appeals involved valuation. An 
exceptionally small proportion of 
cases decided by the Commission in- 
volved valuation, less than half of one 
per cent. Four appeals have been 
taken by the Commission to the 
courts, either to enforce its orders or 
to contest decisions of the Federal 
courts. 


Rr March 20, 1929, the date of 
the establishment of the Kansas 
Commission, to March 20, 1930, the 
Commission decided 964 cases. Two 
of these were appealed to the state 
courts and none to the Federal courts. 
Of the cases before this Commission 
248 were railroad rate cases and 463 
electric and telephone cases. None of 
the railroad cases involved valuation 
and only 4 of the others involved 
this question. The 2 court appeals 
were not taken by the Commission, 


e Nebraska Commission rec- 
ords go back to 1907. The cases 
disposed of by the Commission have 
been as follows: Formal complaints, 
655; applications, 8,263; resolutions, 
117; general orders, 53. Of these 33 
formal complaints, 12 applications, 6 
resolutions, and 7 general orders were 
appealed to the state courts. There 
were 2 formal complaints, 4 applica- 
tions, one resolution, and 7 general 
orders appealed to the Federal courts. 
Thirty of these cases involved rates 
and 4 valuation. Over 75 per cent of 
the rate cases before the Commission 
have involved valuation. 
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1,389 Appeals to the State Courts; 108 to the 
Federal Courts 


ce 


NE of the charges made against the utilities is that 


they avoid the state courts; that they prefer to 
rush into the Federal courts, so as to block effective regu- 
lation, and interfere with state rights, including the right 
of the people to have disputed questions decided by their 


own courts. 


do not bear out that charge. 
1,497 court appeals, 1,389 were to the state courts and only 


108 to the Federal courts.’’ 


The figures shown in the tables (on page 75) 


Out of a total number of 





I* eleven years 5,500 cases have 
been decided by the New Jersey 
Commission. Of these, 60 have been 
appealed to the state courts, and 5 to 
the Federal courts. Of the cases ap- 
pealed, 24 have involved rates and 
also valuation. Only one-half of one 
per cent of the rate cases before the 
Commission, however, have involved 
valuation. No appeals to the courts 
have been taken by the Commission. 
ew 1907 the Montana Commis- 
sion has decided 1,164 cases, 6 of 
which have been appealed to the state 
courts, and 3 to the Federal courts. 
Six of these appealed cases involved 
rates, and 4 valuation. Fourteen per 
cent of all of the rate cases before 
the Commission have involved valua- 
tion. Two of the court appeals were 
taken by the Commission. 
Eien New Hampshire Commission 
since 1911 has disposed of 1,346 
docket cases. Of these 16 have been 
appealed to the state courts and one 
to the Federal courts. Four of the 
appealed cases involved rates and one 
valuation. The Commission states 
that all rate cases involve valuation in 


71 


one form or another, however. No 
appeals have been taken to the courts 
by the Commission. 


EVENTY formal cases have been 

handled by the New Mexico Com- 
mission since 1912. Eight of these 
were appealed to the state courts and 
one to the Federal court. Five of 
these appealed cases involved rates but 
none valuation. None of the rate 
cases before the Commission have in- 
volved valuation. The Commission 
has taken no appeals to the courts. 


B gsi was established in 1921. 
From 1921 to 1928 inclusive, the 
Commission issued 11,440 final or- 
ders in proceedings before it. Of 
these 32 were appealed to the state 
courts and 3 to the Federal court. 
Two of these were rate cases and 2 
involved valuation. About 50 per 
cent of all of the rate cases before 
the Commission have involved valua- 
tion. No appeals have been taken 
by the Commission to the courts. 
There have been a number of ap- 
peals taken by utilities to the Federal 
courts from statutory enactments in 


HE present New York Commis- 
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New York state. During the period 
mentioned and in the year 1923, the 
legislature of the state fixed rates for 
gas in the city of New York. In 18 
cases tried in the Federal courts the 
statute was declared unconstitutional 
because confiscatory. In the same 
year the legislature passed a special 
act relative to electrification of rail- 
roads in New-York city. In 8 separ- 
ate cases the railroads, terminal com- 
panies, and rapid transit companies 
affected brought actions in the Fed- 
eral court. In these cases the law was 
declared unconstitutional because con- 
fiscatory. 

An anti-service charge law was also 
passed relative to gas service in 1923. 
A case is still pending on an appeal 
by the Commission from an order 
holding the statute confiscatory. 


These acts of the legislature were 
passed without consultation with the 


Commission. 


“Sue Nevada Commission since 
1907 has decided 1,004 cases, 
one of which was appealed to the state 
courts, and 7 to the Federal courts. 
All of these cases involved rates, and 
5 valuation. The rate cases before 
the Nevada Commission have all in- 
volved valuation. The Commission 
has taken no appeals. 


Eis North Dakota Commission 
has decided 683 cases which in- 
volve hearings. Of these 22 were ap- 
pealed to the state courts and 5 to the 
Federal courts. Rates were involved 
in 5 of these cases. Of the total num- 
ber of cases before the Commission, 
77 have involved valuation; of those 
appealed, 5 involved valuation. About 
40 per cent of all of the rate cases 
before the Commission have been 


based on valuation. The utility acts 
became effective March 5, 1919. The 
figures stated represent utility cases 
and railroad service cases handled 
since that time. They do not include 
strictly freight rate cases. 


oe 1914 the Pennsylvania Com- 
mission has handled 8,653 for- 
mal complaints, 24,480 general appli- 
cations, and 6,102 municipal contract 
applications. Of these 479 cases 
have been appealed to state courts and 
only 4 to the Federal courts not in- 
cluding 2 equity cases in the United 
States District Court. Of the ap- 
pealed cases 60 have involved rates 
and 25 valuation. About 60 per cent 
of all of the rate cases before the 
Commission have involved valuation. 
The Commission has appealed to the 
courts in 8 cases. 


Sw South Dakota Commission 
has handled 3,755 cases since 
1918. Of these 25 have been ap- 
pealed to the state courts and 4 to 
the Federal courts. Three of these 
cases involved rates and valuation. 
All telephone rate cases before the 
Commission have involved valuation. 
The Commission has taken 5 appeals 
to the courts. 


bey have been 4,078 cases han- 
dled by the Virginia Commission 
since its establishment in 1903. Of 
these 76 cases have been appealed to 
the state courts and 6 to the Federal 
courts. Of the total number of for- 
mal cases before the Commission 435 
involved rates divided as follows’ 
freight, 189; passenger, 59; gas, elec- 
tric, and water, 104; telephone and 
telegraph, 77; pilotage, 2; bridge, 3; 
fire insurance, one. Of the cases ap- 
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pealed to state courts 22 involved 
rates divided as follows: freight, 4; 
passenger, 7; gas, electricity, and 
water, 8; telephones and telegraph, 2; 
pilotage, one. One case before the 
United States Court involved rates. 
In the formal cases before the Com- 
mission 88 have involved valuation. 
Of the cases appealed to the state 
courts 11 involved the same question. 
Approximately 20.5 per cent of the 
rate cases before the Commission have 
involved valuation. One case was 
taken by the Commission before the 
United States Supreme Court. 


S INCE 1913 the West Virginia Com- 

mission has handled 2,000 formal 
cases. There have been 39 of these 
appealed to the state courts and 4 to 
the Federal courts. Twenty of these 
cases involved rates and 14 valuation. 
About 80 per cent of all of the rate 
cases before the Commission have in- 
volved valuation. The Commission 
has taken no appeals to the courts. 


= Utah Commission since 1917 
handled 1,159 formal cases. Of 
these 22 were appealed to the state 
courts and one to the Federal courts. 
Of the cases appealed to the state 
courts 6 involved rates. The Fed- 
eral court case also dealt with a rate 
question. The Commission reports 
that about 90 per cent of the rate 
cases before it have involved valua- 


tion. Four appeals have been taken to 
the courts by the Commission. 


ere 1905 the Railroad Commis- 
sion of Wisconsin has had before 
it 3,706 formal railroad cases, 5,292 
utility cases, 221 convenience and 
necessity cases, 350 water power 
cases, 2,425 security issue cases, 208 
auto transportation cases, most of 
which have been closed. Of these, 127 
railroads, 64 utility cases, 7 conven- 
ience and necessity cases, 17 water 
power cases, 7 public utility security 
issue cases, and 5 auto transportation 
cases, have been appealed to the state 
courts. There have been 9 railroad 
cases and 7 utility cases appealed to 
the Federal courts. Of these, 28 in- 
volved rates, and 15 valuation. Eight 
appeals from decisions of a lower 
court have been taken by the Com- 
mission. The Commission estimates 
that 25 per cent of the rate cases be- 
fore it involve valuation either made 
for the purpose of the case then be- 
fore the Commission, or the use of 
old appraisals brought down to date 
for use in the case. This, the Com- 
mission says, is a very rough esti- 
mate. 


B Gee settlement of informal com- 
plaints, which is an important 
part of the Commission business, is 
a matter which very seldom receives 
public attention. The number of 


courts from Commissions are the exception, not the rule; 


q “THE truth of the matter is that appeals to the Federal 


that valuations of utility property are insisted on in excep- 
tional cases as a weapon of defense or offense, both by the 
utilities and the ratepayers; and that Commission decisions 
are generally final.” 





PUBLIC UTILITIES FORTNIGHTLY 


complaints of this kind, however, is 
very large. These complaints are ad- 
justed through the offices of the Com- 
mission. Sometimes they are settled 
by correspondence, and sometimes the 
attention of a member of the staff is 
required. If not settled in this expe- 
ditious and inexpensive manner, they 
become a formal complaint for the 
consideration of the Commission and 
are docketed as such. 

California reports that from 1912 
to June 30, 1929, the Commission has 
handled 56,737 informal complaints. 
For the fiscal year, 1928-1929, the 
number handled was 2,291. All, but 
a very small portion of these, were 
adjusted without the necessity of in- 
stituting formal proceedings. 

The Indiana Commission reports 
that for the year of September 30, 
1927, to the same date, 1928, 410 in- 
formal cases were adjusted by the 
service department of the Commis- 
sion. 

In New Hampshire 738 out of 850 
informal cases were disposed of by 
the Commission in seven years. 

For the period from 1921 to 1928 
inclusive, the New York Public Serv- 
ice Commission handled on the aver- 
age 11,632 informal complaints a 
year or more than forty of these com- 
plaints for each working day. 

The North Dakota Commission set- 
tled from 250 to 300 informal com- 
plaints a year. 

The Pennsylvania Commission has 
satisfied 16,028 informal complaints. 
This Commission has a very effective 
way of handling these complaints. 
The utility companies are required to 
keep a complaint book on file. The 
purpose is to save expense to the state 
by having the complaint made in the 


first instance to the company. The 
companies are required to register 
complaints in this book and to show 
what disposition is made of them. 
Consumers are encouraged to exhaust 
their remedies with the company be- 
fore applying to the Commission for 
redress. Most of these complaints are 
adjusted without formal action of the 
Commission. 

The South Dakota Commission 
does not keep a record of. informal 
complaints but estimates that between 
1,000 and 1,500 are satisfied annually 
without formal action. 

The Virginia Commission was un- 
able to give the precise number of in- 
formal complaints satisfied without 
formal action of the Commission but 
estimated the number at several thou- 
sand. 

West Virginia estimates that more 
than 4,800 informal complaints have 
been satisfied. 

Utah satisfies approximately 200 
complaints a year. 

Several of the Commissions did not 
state or estimate the number of infor- 
mal complaints handled but estimated 
that from 25 to 90 per cent of those 
coming before the Commission were 
adjusted without formal action. 


, I ‘HE accompanying Table I shows 
the total number of formal pro- 
ceedings reported by the Commissions 


mentioned. The difference in the 
number of cases handled by the vari- 
ous Commissions does not indicate 
their relative activity, because some 
of the records are complete for a con- 
siderable number of years, while oth- 
ers cover a much shorter time; but as 
the number of court appeals is given 
for the same period covered by the 





PUBLIC UTILITIES FORTNIGHTLY 


Court Appeals from Commission 
Decisions 


State Federal 
Courts Courts 


145 15 
40 0 


State 


California 
Connecticut 


30 
17 
74 

2 


Minnesota 
Kansas 
Nebraska 
New Jersey 
Montana 

New Hampshire... 
New Mexico 
New York 
Nevada 
North Dakota 
Pennsylvania 
South Dakota 
Virginia 


oe 
= | _ not ~ 
DK PARAMS HK WNRORAGDOrYH 


142,704 
TABLE I. 


number of Commission decisions, in 
each case, the comparison is not inval- 
idated. 

It should be stated that not all of 
these formal proceedings involved dis- 
puted questions in which opposing in- 
terests gave evidence; but they did in- 
volve questions as requiring formal 
regulatory action of the Commissions. 
Even such cases constitute part of the 
business of the Commission which is 
carried on in the interest of the public. 
it will, therefore, be seen that out of 

a total number of 142,704 cases, 
only 108 have been appealed to the 
Federal courts. Not all of these ap- 
peals were in rate cases, and not all 
went against the Commissions; but 
even if this had happened and even if 
the question were begged by asserting 
that all of these Federal court cases 
were wrong, it would be absurd to say 
that they have constituted any mate- 
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rial interference with the great bulk 
of Commission regulation which is 
proceeding smoothly, day in and day 
out. 

One of the charges made against 
the utilities is that they avoid the state 
courts; that they prefer to rush into 
the Federal courts, so as to block ef- 
fective regulation, and interfere with 
state rights, including the right of the 
people to have disputed questions de- 
cided by their own courts. The fig- 
ures shown in the table do not bear 
out that charge. Out of a total num- 
ber of 1,497 court appeals, 1,389 were 
to the state courts and only 108 to the 
Federal courts. 

The accompanying Table II gives 
the proportion of rate and valuation 
appeals to the total number of appeals 
to the state and Federal! courts. 


Proportion of Rate and Valua- 
tion Appeals 


Total Number Rate 
of Appeals cases 
45 

3 

9 

10 


8 
17 


Valua- 


California 
Connecticut 


New Jersey 
Montana 

New Hampshire .. 
New Mexico 


North Dakota .... 
Pennsylvania 
South Dakota .... 
Virginia 

West Virginia .... 
Utah 

Wisconsin 


| BUBRoduomnaa®Sn 
am Pmwruan!l maRal Soa 


17 


w 
— 
eo 


TABLE II. 


It will thus be seen that out of a 
total number of 1,497 court appeals, 





only 318 have involved rates and only 
177 valuation. Put in another way, 
out of 142,704 cases handled by the 
Commissions answering the question- 
naire, only 318 of the court cases had 
to do with rates and 177 with valua- 
tion. 

When it is remembered that all of 
the agitation against the Commis- 
sions, all of the charges that the Com- 
missions are not protecting the public, 
arise out of a difference of opinion as 
to the reasonableness of rates or valu- 
ation; and that when the critics say 
the courts are interfering with regula- 
tion by their decisions they mean rate 
or valuation decisions, it will be seen 
how little ground there is for criti- 
cism. 

Measured by mere number of cases, 
interference with Commissions by the 
Federal courts, even assuming that 
every decision were in favor of a util- 
ity company and, therefore, wrong, 
would be negligible. 

But it might be argued that the 
Commissions have to follow the Fed- 
eral courts, and that the number of 
appeals do not, therefore, indicate the 
extent of court interference. 

The fact is, however, that the Com- 
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missions do not always follow the 
Federal courts, because the utilities 
are not in many cases insisting on a 
return on the full value of their prop- 
erty. Massachusetts is a good illus- 
tration of that fact. There the utility 
companies have never been allowed to 
earn a return on the value of their 
property, but appeals from the deci- 
sions of the Massachusetts Commis- 
sion have been as infrequent as ap- 
peals from the decisions of other 
Commissions. Other Commissions 
have in the last five years caused rate 
reductions resulting in the saving of 
many millions of dollars to the public. 

The truth of the matter is that ap- 
peals to the Federal courts from Com- 
missions are the exception, not the 
rule; that valuations of utility proper- 
ty are insisted on in exceptional cases 
as a weapon of defense or offense, 
both by the utilities and the ratepay- 
ers; and that Commission decisions 
are generally final. 

The charge that the Federal courts 
are making a farce out of regulation 
is pure buncombe. It is merely part 
of the misinformation which is being 
broadcast against Commission regu- 
lation. 








Making the World Safe 
for Bus Riders 


| pense who live in glass houses should not throw 
stones, but people who ride on Massachusetts busses 
may throw anything they please without fear of a 


reprisal. 


The reason for this crystal security of the 


Bay Siate bus riders is a recent law signed by Governor 
Frank G. Allen, which requires all future busses in 
his state to be equipped with bullet-proof “non- 
scatterable” glass. 





Chicago papers please copy. 























FACTS AND FALLACIES ABOUT 


The Power Commission 


What it can and what it cannot do, and its 
relation to the state regulatory bodies 


By WILLIAM ATHERTON DU PUY 


HERE was once a person who 
bore the impressive name of 
George Washington Whitehead. 
His friends used to ask their acquaint- 
ances if they knew George Washing- 
ton Whitehead and when they did 
not they were likely to feel them- 
selves at quite a disadvantage. After 
having repeatedly paraded this eu- 
phonious name they took pleasure in 
bringing these acquaintances face to 
face with its possessor. The whole 
matter took on a different aspect when 
he turned out to be only a kinky- 
headed pickaninny with one gallus. 
There are those who have used the 
term, “Federal Power Commission,” 
in a way that is not entirely dissimilar. 
There is something about this triplet 
of words that carries the idea of an 
all-embracing dominance in that field 
where this is rubbed against that for 
the generation of the juice that rides 
away on wires to brown toast or 
freeze ice cubes. This is the govern- 


mental agency, people have concluded 
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off hand, that makes the dynamo spin- 
ners behave and keeps the light bills 
honest on the first of the month. 

These people are misled by a. name. 
The Federal Power Commission has 
never regulated a rate in its life. Its 
theoretical authority to do so in cer- 
tain cases has never been given an op- 
portunity to be exercised. Almost its 
only authority is as a licensing agency 
and the licenses it issues cover but 
6.3 of the electric power of the United 
States. It has nothing whatever to do 
with the 93.7 per cent. 

But people have been impressed by 
a name. Newspapers have sprinkled 
it about their pages. Congress has 
investigated. Orators have thundered. 
A false idea has got itself implanted 
in the public consciousness. Finally, 
the time has come when this Commis- 
sion should be stood up where all can 
see just what it is and what it is not. 


all began some twenty years ago 
when three different departments 











of the government found themselves 
with authority over certain streams on 
which power sites existed. 

The Department of Agriculture had 
charge of National Forests and 
streams tumbled over waterfalls with- 
in them. Those who wanted to use 
those waterfalls to generate power 
went to the Department of Agricul- 
ture, asked for permission, and some- 
times got it. The public domain of 
the West, enough of it to make an- 
other Texas, had streams across which 
dams might be thrown to create reser- 
voirs that would supply a steady flow 
through powerhouses at the base of 
said dams to spin dynamos to generate 
power to light towns or lift ore up 
the shafts of mines. Permission to 
use these sites might be granted by 
the Department of the Interior. That 
Department had charge, also, of 
Indian reservations and National 
parks which might offer power sites. 

Obviously, Tom, Dick, and Harry 
could not be allowed to obstruct navi- 
gable streams with power dams ad 
libitum. That would not be in the 
best public interest. It was, in fact, 
a matter of such importance that Con- 
gress retained the privilege of grant- 
ing licenses but it was given to the 
War Department to be its right hand. 


HINGS went along in this way 

not so badly through the decades. 
To be sure the claim was often made 
that power sites of vast value were 
being frittered away by minor govern- 
mental officials and to be sure there 
was often conflict and lack of co- 
ordinated action between the various 
departments. A stream might develop 
a power site in the National Forest 
but its utilization might affect the 
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available water for grazing lands on 
the public domain further along or the 
navigability of the stream it ultimate- 
ly joined. All three departments 
might be interested in this stream but 
all three were not likely to act ex- 
peditiously in meeting the exigencies 
of its development. 

There should be some common 
governmental agency that handled the 
licensing of power sites on these 
streams that were under Federal con- 
trol. In 1920 such an agency was 
created by legislative enactment. It 
was called the Federal Power Com- 
mission in the law which was by way 
of being a misnomer. 

It could much more properly have 
been designated the “Federal Power 
Site Licensing Board.” 


HE Commission was made up of 

the Secretaries of the three de- 
partments that had to do with power 
sites—Interior, War, and Agricul- 
ture. It tied these three departments 
together in such a way that they might 
act as a unit in disposing of power 
sites. Obviously, the disposal of a 
power site, while an important matter 
in its narrow sphere, was not one of 
first magnitude from the standpoint 
of this group of cabinet officers. 
Obviously, the detail of the transac- 
tion should be left to specialists. The 
law provided for the appointment of 
a secretary, who should be the execu- 
tive officer, and the development of a 
technical staff. The members of this 
staff were at first borrowed from the 
respective departments and still car- 
ried on their rolls. Not until two 
years ago were funds provided by 
which they might be specifically as- 
signed to the Federal Power Commis- 
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sion. There are now some forty peo- 
ple directly on the payroll of the Com- 
mission. The engineering staffs of 
the several departments still make the 
field investigations and reports. 


HE procedure of the Commission 
under the law may be illustrated 
by giving a hypothetical example. 

An individual in the state of Oregon 
figures out with a lead pencil that he 
could put up a power house at a water- 
fall, located in a National Forest in 
the Cascades, generate power, and sell 
it to a nearby community at a profit. 
He asks the Commission for a pre- 
liminary permit which is a sort of 
option. 

The Commission investigates the 
applicant, finds that he is a reputable 
person and competent, financially and 
otherwise, to execute such an under- 
taking, and grants him this permit. 
Under it he feels warranted in mak- 
ing the expenditures incident to a 
thorough survey of the possibilities. 
Having made them he returns, states 
that he is satisfied, and asks for a 
license to erect a plant. His applica- 
tion, together with those of any other 
interested parties, is examined and the 
license is issued. He proceeds to erect 
his plant, generate his electricity, and 
distribute it. As far as he is con- 


cerned the Commission has executed 
its chief function. 


HEN, under the law, a second 
function of the Commission de- 
velops. The builder of the plant is 
required to make a statement of costs, 
of investment, to the Commission. 
He must do this because his license 
will expire in fifty years and the gov- 
ernment will have a right to “re- 
capture” the plant. If it does this it 
must recompense the builder. The 
facts as to investment will be impor- 
tant in arriving at the recapture price. 
Much of the detail of the work of the 
Commission has to do with this de- 
termination of investments in the 
various plants. 
Theoretically, the Commission has 
a third power which might seem more 
important than all the others but 
which, as it works out, is never exer- 
cised at all. Under the law it has the 
power to fix rates charged for power 
generated at these sites. This author- 
ity, however, is limited by a vital ex- 
ception that prevents it ever being 
exercised. Actually the Commission 
has never had to do with the fixing 
of a single rate and the probabilities 
are that, unless it is given more au- 
thority than it now possesses, it never 
will. 


e 


A Common Misconception of the Functions 
of the Power Commission 


lated a rate in its life. Its theoretical authority 


q ce HE Federal Power Commission has never regu- 


to do so in certain cases has never been given an oppor- 


tunity to be exercised. Almost its only authority is 
as a licensing agency and the licenses it issues cover 
but 6.3 of the electric power of the United States. It 
has nothing whatever to do with the 93.7 per cent.” 
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NDER the law the Commission is 
given authority to fix rates for 
power generated at the plants it 
licenses unless there is some other 
agency already in existence having 
that authority. Practically all the 
states have Commissions with this 
authority and so the Federal Power 
Commission is barred. A few of the 
states as, for example, Kentucky, 
Florida, Iowa, Texas, Mississippi, 
and Minnesota, give no such power 
to their Commissions. (Delaware has 
no Commission at all). The Federal 
Power Commission has issued licenses 
in those states. It has not, however, 
regulated any rates. Despite the fact 
that there are no State Commissions, 
rates are controlled by franchise of 
the local communities and these are 
alleged to bar the Federal Power 
Commission. Its rights to interfere 
in these states have never been tested. 
It is probable that they will not be 
tested unless a complaint from one of 
them is filed. Theoretically, also, the 
Commission has authority to regulate 
rates on power which passes from one 
state to another. Where these states 
have Commissions that may perform 
this task, however, they do it. If two 
of these agencies should find them- 
selves unable to agree over a rate an 
appeal might be made to the Federal 
Power Commission. The states are 
jealous of their authority to such an 
extent that they have never allowed 
such a situation to develop and prob- 
ably never will. 


Bi Been: general belief that the Fed- 


eral Power Commission can 
regulate rates has had much to do with 
its coming to be considered much 
more important than it really is. This 


has led, also, to its being severely 
criticised for not doing things which 
it has no power to do. 

It has become the fashion, in fact, 
to lambast the Federal Power Com- 
mission for the alleged high rates of 
electricity to the consumer charged by 
great companies that sprawl over 
many states, whereas it has no power 
whatever over those companies. Its 
high-sounding name is initially re- 
sponsible for its powers being over- 
rated. Then there has appeared that 
tendency which always seems present 
in the operation of any governmental 
agency—a tendency to glorify it and 
make it seem more important than it 
is. Though appearing to have author- 
ity which it has not, the Federal 
Power Commission has gained a big- 
ger reputation than it deserves and 
called down on itself blame for not 
doing many things that it has no 
power to do. 


HERE is another point that enters 

here that is of such a nature as 
to arouse suspicion. No matter how 
valuable a government power site may 
be, although it could sell its 50-year 
license for $1,000,000, it charges but 
a nominal royalty or nothing at all for 
it. On the face of it this looks as 
though a monstrous gift were being 
bestowed on the licensee. As a mat- 
ter of fact as it usually works out this 
is not the case. The gift really goes 
to the people who use the power. 
Were the licensee to pay the $1,000,- 
000, he would forthwith put it into 
his plant cost and, when the State 
Commission, or whatever agency reg- 
ulated rates, was determining the 
charges that might be made, interest 
on this $1,000,000 would be included. 
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The Purpose of a Nominal License Fee Is to Reduce 
the Cost of Power to the Consumer 
“ry matter how valuable a government power site 

may be, it charges but a nominal royalty or noth- 
ing at all for it. On the face of it this looks as though 
a monstrous gift were being bestowed on the licensee. As 
a matter of fact as it usually works out this is not the case. 
The gift really goes to the people who use the power. 

The principle upon which the government licenses 
Federal water power sites without material charge for their 
use 1s that of making the power cheap to the consumer. 


The fundamental purpose in creating this licensing board 
is to hand what benefits may lie in these power sites on to 


the people.” 





The consuming public would pay. 

Certain licensees actually have 
placed high values on the rights they 
received at little cost and insisted on 
including them. Whether they may 
do this has not been definitely deter- 
mined but regulating Commissions 
generally hold that they may not. 
Where they do not the users get their 
power more cheaply because no charge 
is made for the license. The principle 
upon which the government licenses 
Federal water power sites without 
material charge for their use is that 
of making the power cheap to the con- 
sumer. The fundamental purpose in 
creating this licensing board is to 
hand what benefits may lie in these 
power sites on to the people. 

Still another power of the Commis- 
sion that is responsible for about half 
the licenses it issues but which is of 
no material importance to the people 
is that of issuing authority for the 
erection of power lines across govern- 
ment land such as National Forests 
or Indian reservations. 
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HE Federal Power Commission 
has now been in operation on this 
basis for about ten years. Those 
projects which it licenses that call for 
the development of more than 100- 


horsepower it classifies as major 


projects. In the ten years it has been 
in existence it has licensed 107 such 
projects. In addition there are proj- 
ects that call for the development of 
less than 100-horsepower. Of these 
about 100 more have been issued in 
the life of the Commission. Then 
there are some 200 licenses to erect 
power lines. 

Under the licenses it has issued in 
the past ten years about 2,500,000 
horsepower of electricity have been 
developed. The biggest of these li- 
censes was at Niagara where 500,000 
horsepower, or 20 per cent of the 
total, is developed. At Conowingo, 
in Maryland, on the Susquehanna, the 
biggest project next to Niagara oper- 
ating under the Commission’s license, 
has been developed. It generates 
378,000 horsepower that supplements 
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that coming from coal which supplies 
the city of Philadelphia. This is an- 
other 15 per cent of all power under 
government license. Here a dam is 
thrown across a stream that has cer- 
tain navigation possibilities and the 
water is raised more than 80 feet. 
During the high water season the 
plant operates day and night but when 
streamflow is low it is turned on only 
at the peak hours of the day. Three 
licensed plants in Alabama generate 
347,000 horsepower while a group of 
them in the National Forests of Cali- 
fornia generate 622,000. These few 
plants account for 75 per cent of the 
power that is generated under these 
licenses. Many of the other plants 
that rate as majors produce but a few 
hundred horsepower as a supply for 
some isolated industry such as a mine 
or a sawmill. The minor licenses are 
often for resort hotels or even for 
residences located near these govern- 
ment controlled streams. 


Sanne are now forty-five major 
license applications pending. Ac- 
tion is held up on practically all of 
these for one reason and another. 
There are four, for example, that are 


awaiting international agreements, 
seven deferred because of Colorado 
river controversies, four dependent on 
state co-operation, ten under investi- 
gation in the field, six awaiting in- 
formation for the applicant, and so 
on. There are but three major ap- 
plications now before the Commission 
on which decisions are imminent. All 
of these are awaiting further study 
of pre-license costs. 

The Flathead Lake project in Mon- 
tana, for the development of which a 
license was recently issued, is one of 
the most important undertakings that 


has come before the Commission. It 
has an element in it that is absent 
from most. The site is on an Indian 
reservation and, therefore, owned by 
the Indians. These owners, there- 
fore, have a right to profit from it. 
The license, therefore, provides that 
royalties representing a value of three 
or four million dollars be paid these 
Indians. These royalties will enter 
into the computations, of course, when 
rates are being determined, and will 
be borne by the consumer. 

It thus appears that the bulk of the 
business in operating this power site 
licensing bureau is not overwhelming- 
ly great and that it does not require 
any very complicated machinery. 


——— perspective on the po- 
sition of the Federal Power Com- 
mission in the electric power picture 
may be gained from a look at the 
country’s production of power. Total 
installed electric capacity of all sta- 
tions in public utility service is about 
forty million horsepower, of which 
nearly twenty-nine million is fuel 
power, and less than eleven million is 
water power. Coal and steam pro- 
vide the bulk of our electric power. 
Plants operating under Power Com- 
mission license have 2.50. million 
horsepower, or only 6.3 per cent of 
the total capacity in public service. 
This is the only power over which the 
Commission has authority. 


 Pyerengeoe has more horsepower 
now under Federal license than 
any other state, and is followed by 
New York, Maryland, Kentucky, 
Idaho, Pennsylvania, Washington, 
and Georgia. Eleven Rocky Moun- 
tain and Pacific Coast states have two- 
thirds of the available water power 
resources, but consume only 174 per 
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cent of the electric production of the 
country, whereas the Central States 
have only 11 per cent of the potential 
water power, with 38 per cent of the 
total requirements. Since 300 miles 
is normally the maximum distance for 
economic transmission of electric 
power, it is obvious that the rapid de- 
velopment of water power projects on 
government lands, which are mainly 
in the West, must be slow. 

Those projects in the West that re- 
sult from the activities of the Recla- 
mation Service, such as Roosevelt 
Dam in Arizona, or Shoshone in Wy- 
oming, are authorized by reclamation 
legislation and are not under the 
Federal Power Commission. The 
same is true of the great amount of 
power that is to be generated at 
Boulder Dam on the Colorado. 


HERE enters into the aura of the 

Federal Power Commission, 
however, a responsibility that is not 
assigned to it by statute but which it 
must none the less assume. Meeting 
this responsibility may, in the end, 
prove to be the most important thing 
it does. It all comes about as an in- 
cident to its authority to determine 
investment in licensed plants against 
the possibility of recovery at the end 
of fifty years. A just determination 


e 


of these costs is no easy matter. The 
Commission admits that it has not 
perfected its method of finding them. 
Being a Federal body, its activity in 
this field is likely to be carefully 
scanned in similar determinations on 
the part of states and other agencies. 
It, therefore, wants to be right in 
what it does. Many delicate points 
are involved. These three cabinet of- 
ficials, with a multitude of other re- 
sponsibilities, doubt their opportunity 
adequately to master them. It was 
because of this that President Hoover, 
in his message to Congress of last De- 
cember, recommended that provision 
be made for full time commissioners 
to take the place of these cabinet 
members. 
meagre may be the result of 
the future in legislation affect- 
ing the Federal Power Commission 
this is the situation with relation to it 
at the present moment. If one might 
hazard a guess as to the future, based 
on what seems to be the present drift 
of public opinion, it would be likely to 
lean to the theory that the hold of the 
Federal Government on a matter that 
is so largely local would not be 
strengthened as time passes but that 
it would be left almost exclusively 
with the states. 


When State Commissions May Appeal to the 
Federal Power Commission 
a reac se ie: the Commission has authority to 
regulate rates on power which passes from one state 


to another. 


may perform this task, however, they do it. 


Where these states have Commissions that 


If two of 


these agencies should find themselves unable to agree over 
a rate an appeal might be made to the Federal Power Com- 
mission. The states are jealous of their authority to such 
an extent that they have never allowed such a situation to 
develop and probably never will.” 
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Remarkable Remarks 





W. J. Hacenan 
Vice President, H. M. Byllesby 
and Company. 


Dr. Joun BAvER 
Utility rate expert. 


Cuartes E. Serrz 
Professor, Virginia Polytechnic 
Institute. 


CHARLES GorDON 
Managing Director, American 
Electric Railway Association. 


Martin J. INSULL 
President, Middle West 
Utilities Company. 


Louis Munro 
Advertising Agent of Boston. 


B. F. Weapock 
Special counsel for the 
public utilities. 


WituiaM J. HaceNAH 
Vice President, Byllesby Engi- 
neering & Management Corp. 


Ep Howe 
Philosopher and newspaperman. 


ALBERT SHAW 
Editor “Review of Reviews.” 


“The utilities have become the most regulated and 
most investigated industry in history.” 


> 


“All that regulation has been doing for ten years with 
regard to the street railways, is to hold back bus com- 
petition.” 


¥ 


“Remember that as long as you are doing any work 
that electricity can do, you are working for about three 
cents an hour.” 


cca 


“An ordinary street having one modern two-track 
street car line will carry as many people as will four 
express boulevards for automobiles exclusively.” 


- 


“I understand that more than half the corporations 
listed on the New York Stock Exchange are holding 
companies.” 


+ 


“There is probably no industry in the world possessing 
more interest, romance, and real news than the utility 
industry.” 

v 

“A railroad president today is permitted to exercise 
about as much executive ability or discretion on his 
property as is the tower-man.” 


Sd 


“This so-called saving in the cost of money through 
municipal financing (of electric utilities) is nothing 
more than a shifting of the burdens of taxation.” 


¥ 


“Radicals are granted the liberty of boldness, and 
have carried it far beyond truth and reason. A con- 
servative is one who tells the truth; a radical one who 
exaggerates it.” 


¥ 


“The general public needs more protection from bad 
politicians and ignorant law makers than from the men 
in control of railroads, power companies, and large in- 
dustries in general.” 
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Harper LEECH “If our nominally private railroads weren’t ‘over- 
Economist and editor. capitalized’ by having to carry a lot of useless account- 
ing for the Interstate Commerce Commission, engineers 
and firemen might get a better break.” 


* 


JoserH S. FRELINGHUYSEN “These (utility) corporations seek to control the 
Ex-Senator from action of the National Government in order to prevent 
New Jersey. the passage by Congress of any legislation that would 
subject them to national control of their interstate 

business, or bring their holding companies within the 

scope of any regulating Commission.” 
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. MattrHew S. SLOAN “It is fundamentally and eternally true that electric 
. President, New York Edison utilities will prosper and succeed only as they place true 
Company. public interest ahead of any temporary selfish interest. 
Our duty to our stockholders can be fulfilled properly 
only as we fulfill our duty to our customers and the 
k general public.” 
ir - 
James D. CUNNINGHAM “When I read that 15-to-1 speech that Ambassador 
Washington, D. C., Attorney. Sackett made to the world power group in Berlin, I 
ns couldn’t help but think about the 16-to-1 speeches that 
1g Bill Bryan used to make to the folks back home in the 
nineties. Both seem to have about as much sense to 
them, and both, I suspect, were inspired by about the 
same motives.” 
ng 
ity * 
M. A. Morrison “So long as Commissions are recruited from the best 
Vice President, H. M. Byllesby class of citizens and are guided by the principles an- 
ise and Company. nounced by the Supreme Court of the United States, 
his public utilities will continue to grow in service value to 
the people. When, however, those constructive influ- 
ences are removed, and the activities of the Commissions 
are influenced by political considerations, the utility in- 
ugh dustry will suffer.” 
Ling - 
B. F. WEapDocK “The people who complain of your (utility) service 
Special counsel for the are not your customers. The complaints come from 
and public utilities. people outside of the communities you serve, if you 
con- please. They come from groups in distant places, Chi- 
who cago, New York, Washington, Philadelphia, and com- 
pose an unholy alliance, seeking to advance .their polit- 
ical or economic theory and retard and eventually de- 
stroy your business. A correct estimate of the num- 
bad ber of people in this unholy alliance is conservatively 
ne placed at four thousand, most of whom are narrow- 
e in- 


minded and wide-mouthed, and none of whom has the 
public interest at heart.” 
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WHY THE ELECTRIC UTILITIES TREND TOWARD 


Group Management 


What are the economic reasons for consolidations? 


What does the public get out of it? 


What effect 


does it have on regulation? These are the questions 
touched upon by the author in this analysis of the 
relationship of group management and construc- 
tion to the operating electric utilities. 
By KENNETH FIELD, Px.D. 


ASSISTANT PROFESSOR OF BUSINESS ECONOMICS 
UNIVERSITY OF COLORADO 


NDUSTRIES have peculiar habits, 
just like people. They grow up 
differently. One industry—such 


I 


as the automobile business, for exam- 
ple—seems to thrive on competition. 
Another industry—such as railroad- 
ing—seems to languish where such 
facilities are duplicated in the same 


territory. The printing business 
seems to develop along the lines of 
independent unit operation—a shop 
here and a shop there under separate 
management. The business of food 
distribution on the other hand is 
building up great chain organizations, 
stretching from coast to coast. 

All these industrial peculiarities are 
caused by definite economic forces. 
Oo of the notable features of 

the electric light and power in- 
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dustry is the presence of single tech- 
nical organizations which render ex- 
pert financial, operating management, 
and/or construction services to large 
groups of operating companies. 

These organizations have developed 
because group service is more econom- 
ical than is small scale technical con- 
trol by single operating companies. 
Conceived in the interests of econo- 
my, however, group relationships of a 
service nature have evolved into finan- 
cial bonds, binding the individual 
companies into a larger financial sys- 
tem. 

This well-nigh universal concentra- 
tion of financial control, in so far as 
group service organizations have been 
a cause, has resulted in part from two 
facts : 

First: Concentration of financial 
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control, making greater economy of 
service possible; and 

Second: The facilitation of very 
profitable contracts between the right 
and left hands of a single financial 
personality. 

Let us confine ourselves, therefore, 
to a consideration of the economies 
of large scale management (both 
financial and operative) and construc- 
tion; and the relation of group serv- 
ice to financial concentration. 


oe economies of large scale man- 
agement arise principally from 
three sources : 

(1) Ability to employ a class of 
managerial talent which is not within 
the reach of the individual operating 
companies ; 

(2) Ability to employ managerial 
talent at a better load factor than can 
individual operating companies; and 

(3) Ability to develop compara- 
tive measures of efficiency for a large 
group of companies, thereby benefit- 
ting from the best practice as devel- 
oped by a large number of companies. 
Be us take a look at the first of 

these classifications. 

The ability of the group manage- 
ment organization to employ a class 
of managerial talent that cannot be 
economically employed by the indi- 
vidual operating companies arises 
from the fact that the number of em- 
ployees required to operate a consid- 
erable group of companies is suffi- 
ciently large to permit specialization 
in particular services. 

For example, the Electric Bond and 
Share Company has an operating de- 
partment, a purchasing department, a 
rate department, a legal department, 
and an engineering department. 
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In the operating department, to 
quote from the Federal Power Com- 
mission : * 


“An engineer and an operating ex- 
pert are assigned to supervise a 
group of operating companies and 
keep in close touch with them through 
monthly reports and frequent visits. 
A uniform system of accounting and 
of reporting is prescribed and fol- 
lowed by the operating companies. 
These reports are carefully analyzed 
and comparisons between the differ- 
ent companies are made. Favorable 
results are called to the attention of 
other companies, and unsatisfactory 
results are studied, and if necessary, 
an expert is sent to investigate and 
advise regarding a remedy. 

“The purchasing department ne- 

gotiates blanket contracts with vari- 
ous manufacturers of electric appli- 
ances and all kinds of supplies where- 
by orders may be pooled and pur- 
chases made so as to obtain the maxi- 
mum quantity discounts. 
The purchasing department also ren- 
ders a follow-up service on orders 
placed with manufacturers of equip- 
ment to see that the work is done 
according to specifications and that 
delivery promises are fulfilled. 

“A rate department studies elec- 
tric rates the world over and advises 
on rate adjustments to stimulate 
business. A new business depart- 
ment keeps in touch with new busi- 
ness campaigns all over the country 
and formulates plans for new busi- 
ness campaigns for the local operat- 
ing companies. A legal department 
advises on forms of contracts and 
especially on mortgages and inden- 
tures ; it offers legal advice in specific 
cases. . The companies are 
assisted in making out their income 
tax reports and other reports to gov- 
ernmental authorities. = oe 
Electric Bond and Share Company 
also maintains an engineering depart- 
ment that designs plants.” 


1“Control of Power Companies,” p. 74. 
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Is Group Management a Loophole in Commission Regulation? 


et i prevent exploitation by electric utilities, the pub- 
lic relies on State Commissions to maintain suitable 
rates. However, such regulation is not entirely effective; 
and in so far as the State Commissions do not disallow 
excessive management and construction fees, opportuni- 
ties for the group organization to profit through improper 
rates arise. Obviously, with such lenient regu- 
lation, the controlling interests can appropriate all of the 
economies of group management since the client companies 
are not free to contract with an independent service organi- 
zation for the rendering of such services at less cost.” 








gene of the central purchasing 
department of a large manage- 
ment organization will suffice to illus- 
trate the economies that may be ob- 
tained from specialized management 
organizations. This purchasing. de- 
partment is divided into five branches: 
buying, inspecting, transporting, bill- 
ing and credit rating, and filing. 

The buying division makes elabo- 
rate forecasts regarding changes in 
the prices of materials that it buys. It 
also keeps information regarding the 
capacity of manufacturers to produce 
supplies for delivery at the dates re- 
quired. Through access to the rec- 
ords of previous requirements of a 
similar nature, the buying division is 
able to determine when deliveries can 
be made to best advantage, with re- 
gard to price, without delaying the 
work in progress. 

After orders are placed the inspect- 
ing division follows the progress of 
the work in the manufacturer’s estab- 
lishment. In the case of intricate 
machinery, inspectors of the purchas- 
ing department check up on its con- 
struction at every stage in the manu- 
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facturing process. When purchases 
are ready for shipment the transport- 
ing division sees that the best route, 
with reference to shortness, quickness, 
and cheapness, is picked. In case the 
shipments are of special importance, 
advance arrangements are made with 
the officials of railroads for quick 
transportation ; and, where necessary, 
a tracer is sent with the shipment to 
avoid delays at transfer points. 

The billing division checks the ac- 
curacy of all bills received and routes 
charges to the proper client. The fil- 
ing division files the records of trans- 
actions so that the department may 
have the benefit of past experience in 
its later transactions. 

It can readily be seen that thou- 
sands of small independent operating 
companies could not maintain such 
highly specialized departments as the 
one just described. If the economies 
of such specialization are to be ob- 
tained, therefore, small companies 
must resort to group management. 
|S pws let us consider the effect of 

group management on the util- 
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ity’s load factor. Integration of the 
managerial and construction require- 
ments of many operating companies 
also permits group management and 
construction organizations to employ 
managerial talent at a better load fac- 
tor than can small operating compa- 
nies. The diversity of demands of 
individual operating companies for 
particular managerial services results 
in causing the times of small demands 
by some companies to coincide with 
the times of large demands by other 
companies so that a more even flow 
of work for the managerial staffs is 
provided. This matter of load factor 
is of special importance to construc- 
tion organizations since very large 
savings are effected by having the 
same crews employed on job after job 
with as much standardization as is 


possible.* 
Bigs us now look into the matter 
of comparative efficiency. 

Operating a company efficiently is 
largely a matter of knowing the exact 
facts concerning it and of knowing 
in what directions improvements may 
be made. A management organiza- 
tion that has access to all the accounts 
and records of a large group of oper- 
ating companies is in an excellent 
position to derive standards of ef- 
ficiency. The large management or- 
ganizations usually install uniform 
systems of accounting in all affiliated 
operating companies. These uniform 
systems of accounting facilitate com- 
parisons of the operating effectiveness 
of individual managements and prop- 
erties. 

Standards are usually expressed in 





2See No. 89, Electrical World, p. 455; also 
No. 87, p. 552. 
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the form of ratios which come month- 
ly to the attention of special execu- 
tives assigned to follow the condition 
of groups of companies. These exec- 
utives are specially trained to inter- 
pret these ratios and their function is 
to investigate divergencies from the 
ordinary and to force remedies of 
poor conditions and to bring special 
sources of economy, developed by par- 
ticular managements, to the attention 
of all the companies. 

The operating service of one large 
management corporation is described 
by the Federal Trade Commission as 
follows: 


“An engineer and an operating ex- 
pert are assigned to supervise a 
group of operating companies and 
keep in close touch with them through 
monthly reports and frequent visits. 
A uniform system of accounting and 
of reporting is prescribed and fol- 
lowed by the operating companies. 
These reports are carefully analyzed 
and comparisons between the differ- 
ent companies are made. Favorable 
results are called to the attention of 
other companies, and unsatisfactory 
results are studied ; and, if necessary, 
an expert is sent to investigate and 
advise regarding a remedy.” 


Needless to say, management by 
the same organization year after year 
facilitates the development of com- 


parative standards. 

| Bai us now proceed to the second 
great reason for group manage- 

ment—financial concentration. 

It is usual for each member of a 
system of operating companies to re- 
ceive such group management and 
group construction services as it re- 
quires, from the same service organi- 
zations that serve other members of 
the system. The accompanying chart 
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(on page 92) shows the relation of 
some of the larger systems of operat- 
ing companies to group management 
and construction organizations. 

It is to be noted that these relation- 
ships differ from system to system. 
In some cases, construction organi- 
zations function as departments of 
the system holding company. 

For example, the American Gas & 
Electric Company and the Common- 
wealth Power Corporation maintain 
their own operating management 
staffs; and prior to 1919, the United 
Gas Improvement Company main- 
tained a construction department, a 
financial management department, 
and an operating management depart- 
ment. In other cases, the manage- 
ment organizations and construction 
organizations are separately incor- 
porated or are departments of sep- 


arately incorporated service organiza- 


tions. It is to be noted in each case, 
however, that a direct or indirect 
bond of actual corporate control 
through stock ownership or corporate 
domination without actual stock own- 
ership exists between the system hold- 
ing company and the organizations 
which render group services to its 
operating subsidiaries. This bond of 

8 See: A Study of the Intercorporate Struc- 


ture of Service Corporations, No. 5, Journal 
f. Land and Public Utility Economics, p. 


q 


efficiency. 
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control, which exists between system 
control companies and service organi- 
zations (meaning those agencies ren- 
dering financial, operative or con- 
struction service) permits such service 
organizations to control the activities 
of their intra-system clients in mat- 
ters which affect service functions. 
preg organizations obtain cer- 
tain advantages through control 
of their clients. As has already been 
pointed out, the economies of group 
management and of large scale con- 
struction are possible only in case 
there is sufficient demand for the serv- 
ices of the group management or con- 
struction organization to warrant the 
retention of specially trained execu- 
tives. We must also remember that 
additional economies are obtained by 
improving the load factor for em- 
ployees. These economies insure not 
only a sufficient clientele but also a 
continuous, even flow of work. 

Control of clients makes both of 
these conditions possible. 

Obviously, if operating companies 
are controlled by a holding corpora- 
tion, they are not free to contract for 
group services. If the holding com- 
pany controls the group service or- 
ganization, it can arrange so that the 
group service organization can dictate 
the policies of subsidiaries with refer- 


“A management organization that has access to all the 
accounts and records of a large group of operating com- 
panies is in an excellent position to derive standards of 
The large management organizations usually 


install uniform systems of accounting in all affiliated oper- 


ating companies. 


These uniform systems of accounting 


facilitate comparisons of the operating effectiveness of 
individual managements and properties.” 
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ence to the service organization’s 
functions. On the other hand, if the 
service organization controls or domi- 
nates the system holding corporation, 
the service organization is in a posi- 
tion to dictate all matters of policy 
directly. 

Such dictation in managerial mat- 
ters permits the development of con- 
tinuous programs of work. Especial- 
ly is this true with regard to major 
construction. The building of new 
plant facilities is an undertaking that 
permits considerable leeway as to the 
exact time of construction. It might 
occur, therefore, that a number of in- 
dependent companies would under- 
take extensive construction programs 
at the same time; whereas successive 
undertakings would better meet the 
capacity of construction organiza- 
tions. The construction organization 
that can dictate the construction poli- 
cies of its clients is in a position to 
regulate the flow of construction 
projects of the group as a whole so 
that a better load factor is obtained. 


,  geinony advantage of control of 
clients, and one of very consid- 
erable weight, arises in connection 
with service fees. 

The usual practice is for the group 
service organization to charge the in- 
dividual operating companies fees for 
its services. These fees appear in the 
accounts of clients in two ways, de- 
pending upon the services rendered. 
Fees paid for operating management 
services are charged to operating 
costs ; those paid for construction and 
financing services are charged to in- 
vestment. 

Both operating costs and invest- 
ment are factors in the determination 


of the light and power rates which 
are charged customers. Since both 
these factors enter into rates, an op- 
portunity to charge very profitable 
fees often occurs. The difference be- 
tween the cost of supplying electricity 
and what the public would pay for 
electricity, if obliged to, is frequently 
very great. This margin represents 
an element of potential monopoly 
profit which the company could take 
if it were entirely free to set its own 
rates. 


ie prevent exploitation by electric 
utilities, the public relies on 
State Commissions to maintain suita- 
ble rates. However, such regulation 
is not entirely effective; and in so far 
as the State Commissions do not dis- 
allow excessive management and con- 
struction fees, opportunities for the 
group organization to profit through 
improper rates arise. For example, 
the Michigan Public Utilities Com- 
mission report in the case of the 
Houghton County Electric Light 
Company * states: 


“While not approving the fixed 
charge of Stone & Webster for serv- 
ices rendered, the Commission feels 
that inasmuch as the operating ex- 
penses of this company are compara- 
ble with the operating expenses of 
other companies in Michigan, of like 
size, which do not have a managing 
company operate the property, that 
we should not at this time, with the 
information at our command, under- 
take to state just how much money 
should be paid Stone & Webster, an- 
nually for the services rendered by 
them.” 


The least that the Commission 
could have done for the protection 
of the public was to insist that fees 


*# P.U.R.1924B, pp. 37-38. 
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Service Organizations Connected with the Larger Public Utility 
Holding Company Systems 


System Control 
Company. 
American Gas & 

Elec. 
American Power 


& Lt. Co. 
National Power 
Lt. Co. 
Engineers Pub. 

Ser. Corp. 
Associated Gas & 
Elec. Co. 
Middle West 
Utilities Co. 
Standard Gas & 
Elec. Co. 
Cities Service Co. 


United Gas Im- 


(Source: Moody’s Manual of Investments, 1929.) 


Financing Organiza- 
tion, 
2Electric Bond & 

Share 


“ 


3 Stone & Webster and 
Blodget 

2]. G. White & Co. 

Middle West Utili- 

ties Co. 

1H. M. Byllesby & 
Co. 

1H. L. Doherty & Co. 


1 United Gas Improve- 
ment Co. 


Operating Organiza- 
tion, 
American Gas & 

Elec. Co. 
— Bond & Share 


“ 


1Stone & Webster, 
Inc. 

3J. G. White M’g’t 
Corp. 

Middle West Utili- 
ties Co. 

*Byllesby Eng. & 
M’g’t Co. 

3 The Doherty Oper- 
ating Co. 

United Gas Improve- 
ment Co. 


Construction Organi- 
zation. 


5 Elec. Bond & Share 
Co. 


5 “ “ “ 


5 “ “ “ 


3Stone & Webster 
Eng. Corp. 

3J. G. White Eng. 
Corp. 

5 Middle West Utili- 
ties Co. 

*Byllesby Eng. & 
M’g’t Corp. 


# United Eng. & Con., 
Inc. 


provement Co. 


1 Controls system control company. 
2 Dominates system control company. 


8 Dominated or controlled by company which dominates or controls system control company. 


* Controlled by system control company. 


* Construction done by a subsidiary of the company shown. 





be no larger than would have been 
charged by another service organiza- 
tion. 

Obviously, with such lenient regu- 
lation the controlling interests can 
appropriate all of the economies of 
group management, since the client 
companies are not free to contract 
with an independent service organi- 
zation for the rendering of those serv- 
ices at less cost. 


} N some cases, service organizations 
charge for their services fees for 
which no plausible excuse can be of- 
fered. To illustrate: 

The Tennessee Railroad and Pub- 
lic Utilities Commission found that 
the Tennessee Eastern Electric Com- 
pany had paid a percentage of the cost 
of construction additions to a con- 


struction company which “assumed 
no risk, furnished no service, and paid 
for no material for which it was not 
reimbursed by the electric company 
except as regarded the salaries of its 
general officers, who were also, with 
one exception, officers of the utility.” * 


HE opportunities to exact profita- 

ble service fees affect the forma- 
tion of holding company systems in 
two ways: 

First, the presence of these oppor- 
tunities for profits induces service or- 
ganizations to control their clients. 

Second, the income from service 
fees can be capitalized in the financial 
structure of those holding companies 
which receive such fees. 


5 No. 88, Electrical World, p. 879. 
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Service organizations desire to con- 
trol their clients, first, to prevent the 
competition of other service organiza- 
tions from reducing fees, and second, 
to prevent clients from coming under 
the control of other service organiza- 
tions.® 


For example, in 1925, Stone & 
Webster, Incorporated, formed the 
Engineers Public Service Corporation 
to hold the voting stocks of its clients. 
It was stated that the latter corpora- 
tion was formed to protect Stone & 


6 Historically, many of the larger holding 
corporation systems have been promoted by 
service organizations. The American Gas & 
Electric Company, the American Power & 
Light Company, the Electric Power & Light 
Company, the National Power & Light Com- 
pany, the American and Foreign Power Com- 
pany, and the Lehigh Power Securities Cor- 
poration were organized by the Electric Bond 
& Share Company. The Commonwealth 
Power Corporation, the Northern Ohio 
Power Corporation, and the Electric Rail- 
way Securities Corporation were organized 
by Hodenpyl-Hardy & Company, Incorporat- 

The Engineers Public Service Company 
was organized by Stone & Webster, Incor- 
porated. The National Public Service Com- 
pany was organized by A. E. Fitkin & Com- 
pany. The Standard Gas & Electric Com- 
pany was organized by H. M. Byllesby. The 
General Gas & Electric Corporation was or- 
ganized by W. S. Barstow of the W. S. 
Barstow Management Association. The Cit- 
ies Service Company was organized by H. L. 
Doherty. The original function of the United 
Gas Improvement Company was engineering 
and construction. 


Webster, Incorporated, from the loss 
of clients to rival service organiza- 
tions. Capitalization of service fees 
in the financial structure of the hold- 
ing corporation permits the payment 
of high prices for the control of com- 
panies, by providing the means of 
such payment. 

It may be said in conclusion, that 
group management and large scale 
construction give rise to substantial 
economies; and that such economies 
tend to be achieved within systems of 
operating companies under single con- 
trol. 

Such concentration of financial con- 
trol makes possible improvements of 
load factor of organizations which 
perform the functions of operating 
and financial management, and of 
those which undertake construction. 
In addition, it permits service organi- 
zations to retain a clientele from 
which profitable fees may be exacted. 

The present extent of consolidation 
through holding corporations cannot 
be attributed to any one factor ex- 
clusively ; but group management and 
large scale construction may be said 
to have played a very important role 
in the formation of large public util- 
ity systems. 





HEN deciding what one may do for the benefit 
of the public, one must be careful not to create 


something that will be too useful. 


If a new service ts 


presented to the public and it becomes so essential that 
the public feels that it can no longer get along without 
it, the service may be declared to be a public utility, its 
promoters stigmatized as public enemies, and their busi- 
ness taken over by the government for exploitation. 











Practical Points Against 
Government Operation 





The public has an unquestioned right to own and 
operate its utilities if it desires, states the author. Many 
municipal plants are being and can continue to be con- 
ducted efficiently and successfully. But— 


By DR. WILLIAM E. MOSHER 


DIRECTOR, SCHOOL OF CITIZENSHIP AND PUBLIC AFFAIRS, 
SYRACUSE UNIVERSITY 


N the ground of principle, there 

O is no sound reason why the 

public, if it sees fit, should 

not supply the services and commodi- 

ties which we ordinarily speak of as 
public utilities. 

By any definition public utilities 
are so affected with the public interest 
and so essential to public well-being 
that they partake of the character of 
public services and are, therefore, 
closely allied to customary govern- 
mental activities. 

The best proof of this is that the 
state reserves to itself the right to 
permit one or another company under 
a special franchise to operate the 
utilities, and in granting this permis- 
sion it forbids any other company to 
compete. It turns over rights in the 
streets and public property whose 
capital value would run into hundreds 
of millions, usually without compen- 
sation. It empowers the favored 
company to invoke its sovereign right 
of eminent domain. It all but guar- 


antees a fair return upon the invest- 
ment. 


What the state contributes in 





the various ways just cited has easily 
a dollar and cents value which equals 
if it does not exceed the money in- 
vestment made by the operating com- 
pany. 

For these various reasons it seems 
clear that if the public is interested 
to operate one or more of the so- 
called utilities it is fully within its 
rights in so doing. That such opera- 
tion would open the door to socialism 
or would generally undermine the 
initiative and inventiveness that have 
played so large a part in the success 
of American industrial life in a ra- 
tionalization pure and simple. What 
is more, it is my personal conviction 
that if the service motive does not 
displace the prevailing profit motive 
with utility management, public own- 
ership and operation will be inevita- 
ble. 


gene public has indisputable rights 
and a most vital stake in the ef- 
ficient operation of utilities at the 
lowest possible charges, consistent 
with a reasonable return upon the in- 
































vestment. There is no argument, 
there is no law, there is no principle 
which can prevent the state from 
assuming public operation in the in- 
terests of the people at large if it is 
demanded by a predominant public 
opinion. 


— is the possibility of success- 
ful public management? 

In the first place, successful public 
operation is, generally speaking, quite 
within the realm of possibility. One 
need only refer to the very general 
success of municipalities in the han- 
dling of water works and water dis- 
tribution. 

In the municipal surveys with 
which I have been connected, however 
decrepit the administration might be 
in many of its departments, the water 
departments have been uniformly 
well administered. One might also 
refer to the great advantages which 
are offered by our parcel post system, 
that because of the short-sighted pol- 
icy of the express companies would 
not have been realized for years, if 
ever, under private operation. There 
are hundreds of municipal undertak- 
ings in various parts of the world, 
where there is no such strong aver- 
sion to public industrial enterprises as 
in this country, that have been operat- 
ing for years with marked success. 
In fact, in some of the most enlight- 
ened countries, these undertakings are 
the source of profit and play a not in- 
considerable part in contributing to 
the general revenues of the cities con- 
cerned. They provide their services 
at rates that may easily be compared 
with the rates for similar services in 
this country and, what is more, they 
are financed in such a way that the 


PUBLIC UTILITIES FORTNIGHTLY 








investment is being amortized over a 
period of years, whereas the invest- 
ment in private plants as a matter of 
common practice is never to be amor- 
tized. 

We might even turn to the much 
maligned Ontario hydro-system as 
giving evidence of a very progressive 
and highly efficient electrical enter- 
prise. It is of course easily under- 
stood that utility executives in this 
country live in fear of a comparison 
with the hydro-system because it is so 
close at hand and because it is so pros- 
perous, but this fear does not justify 
the wilful manipulation of facts 
which is almost uniformly character- 
tic of the attacks on Ontario with 
which our press has been flooded in 
past years. 


6 ew recently I heard an influen- 
tial official of one of the larg- 
est companies in the state set forth 
detailed figures comparing the On- 
tario system with the Buffalo, Niag- 
ara & Eastern Company on the 
ground that the two systems handled 
about the same quantity of electricity 
in the course of a year. A more un- 
fair comparison could hardly be de- 
vised. On the one hand we have one 
of the most highly industrialized com- 
munities in the world with a load fac- 
tor that can hardly be surpassed on 
account of the number of plants oper- 
ating twenty-four hours per day. 
The company serves a population liv- 
ing in a fairly limited area immediate- 
ly adjacent to Niagara Falls, un- 
equalled as a source of water power. 
On the other hand the Hydro Com- 
mission is serving an agricultural 
rather than an industrial population 
and one that is widely scattered over 
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a territory from eight to ten times 
as large as that served by the New 
York company with the farthermost 
distributing station located nearly 
three hundred miles from Niagara 
Falls which is the chief source of 
power. 


Such a comparison is on the face 


of it thoroughly biased and unworthy 
of responsible officials. But it is 
typical of the attacks on the publicly 
owned and operated utility. The On- 
tario hydro has been well planned and 
well managed. It demonstrates the 
possibility of successful public man- 
agement. If a city or a state wishes 
to go into the utility business and is 
ready to employ first-rate managerial 
brains, it can succeed, as has been 
shown over and over again. Good 
management is not peculiar to private 
business any more than poor manage- 
ment is the prerogative of public busi- 
ness. Good management is good 
management whether private or pub- 
lic. 


EVERTHELESS, I am inclined to 

believe that public operation on 
a broad scale is not feasible at the 
present time in the United States. 
For this position I would cite five rea- 
sons. 


e 


[: In the first place, we are, so 

? far as the utilities are con- 
cerned, generally privately minded. 
This is due to a large extent to the 
type of training which has been 
meted out to us in our early educa- 
tion. More recently the elaborate mil- 
lion dollar campaign of propaganda 
that was carried on by the railroads 
after the war contributed to it, despite 


the fact that private operation of the 
railroads broke down in a national 
emergency while public operation lift- 
ed the railroads out of the doldrums. 
Moreover, to consider that the United 
States railroad administration in war 
time was a fair test of public railroad 
operation is eminently unfair and un- 
convincing. A third cause for the 
prevailing state of the public mind on 
this issue is the gigantic. propaganda 
that was launched by the -utilities in 
recent years both by overt and covert 
methods, as has been so convincingly 
spread on the records of the investi- 
gation made by the Federal Trade 
Commission. 


e 


D: The attitude of the public on 
this matter is further chargea- 

ble to the distrust of public admin- 
istration in which politics play so 
large a part. If one has not acquired 
this sense of distrust from his own 
experience in his own home town he 
at least knows of the disturbing con- 
ditions in some of the large cities and 
states. (May I, by way of an aside, 
make the observation that the level 
of public administration is constant- 
ly being raised and that there is in- 
creasing promise of the development 
of the profession of public service 
which will sooner or later give rise to 
confidence in the possibility of effi- 
cient public management? That day, 
however, is not yet here and at the 
present rate of improvement may not 
come within our generation. In any 
objective analysis of the problem 
under consideration it will have to be 
granted that the political administra- 
tion of governmental business is 
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The Prerequisite of Proper Utility Control— 


ee 


authority: 


HAT the Commission be endowed with proper legal 


“Tuat it be given the financial support necessary to per- 
form the functions prescribed under the law: 


“THat it successfully harmonize its duties of a judicial, 
administrative, and prosecuting character: 


“Tuat it be freed from the threat of interference on the 


part of the Federal courts: 


“Tat the courts give a workable definition of fair value: 


“Tuat it have on its books fair values that may be used 
currently for rate-making purposes: 


“THat it become alert in criticizing the managemeni, the 
accounts, the rate schedules, and rate structures of the utility 


companies.” 





probably the chief obstacle to the 
realization of the program of public 
ownership and operation of the utili- 


ties. ) 
e 


¢ Another reason for doubting 

) the feasibility of a widespread 
demand for public management of 
electrical plants is the indifference of 
consumers to this whole question. 
This is to be explained by the pro- 
gressive decrease of rates and by the 
fact that electric light bills constitute 
so small a percentage of the family 
budget. The best evidence that I can 
give on this count is that, in spite of 
the provision of the New York Pub- 
lic Service Commission Law whereby 
twenty-five consumers in any given 
city can require the investigation of 
tates by the Commission, only four- 
teen such groups filed this type of 
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complaint in the course of the years, 
1927-28. Furthermore the rate cases 
initiated by New York municipal au- 
thorities as representing the public in 
the past two years can be counted on 
the fingers of one hand. According- 
ly, it does not appear feasible to make 
much progress with a campaign for 
public ownership on any considerable 
scale because the public generally is 
not disturbed by present rate sched- 
ules or service conditions. 


e 


4; A fourth major reason for 
? questioning the feasibility of 
public ownership arises from the 
problem of financing either the pur- 
chase of existing plants and facilities 
or establishing new ones. It has been 
estimated by one in close touch with 
the electrical industry in the state that 
the fair value of the existing prop- 
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erties would be in the neighborhood 
of two billions of dollars whether 
purchased under condemnation pro- 
ceedings or duplicated by competent 
engineers at the present level. The 
amount of money to be raised under 
this program would be staggering. 
Although debt limits might conceiva- 
bly be ignored for the municipalities, 
it would be necessary for the state 
itself to raise huge sums for any such 
purpose. Even after a long period 
of public education it is questionable 
whether public opinion could be so 
stirred that it would demand such an 
expenditure of public money. It 
would, of course, be the more difficult 
at a time when lighting rates are be- 
ing reduced and, in my judgment, will 
be further reduced as utility managers 
appreciate the wisdom of adopting so- 
called promotional rates. From the 
practical viewpoint it would be much 
more feasible to launch such a cam- 
paign at a time of rate increases 
rather than of rate decreases. At any 
rate, public ownership involves so 
great an investment that this must be 
looked upon as a serious, if not an in- 
superable, obstacle to the program of 
public ownership. 

Furthermore, the legal difficulties 
involved, particularly where the com- 
panies enjoy perpetual franchises (as 
they do in so many cities), should not 
be overlooked. The constitutional 
rights involving confiscation and im- 
pairment of contract would be in- 
voked. If the state, by a legislative 
fiat, should permit of public compe- 
tition in the cities and the latter 
should avail themselves of this right, 
there would be long drawn out litiga- 
tions, the outcome of which would 
always be in doubt. 


5 * Let us now turn to the problem 
9 of area development by the 
public. If one looks at the large areas 
which are at the present time in the 
control of four .or five holding com- 
panies in New York state he will ap- 
preciate how rapidly we are approach- 
ing what the English call the “grid- 
iron system.”’ In such a system elec- 
tricity is generated on a large scale 
in strategically located centers and 
transmitted without serious loss from 
two hundred to three hundred miles. 
It may well be that the time is not far 
distant when the whole of New York 
state will be supplied by a single com- 
pany. The rapid extension of the 
territory controlled by the Niagara 
Hudson gives reason to think that this 
company will ultimately establish a 
gridiron system covering the whole 
state. It is apparent that public mu- 
nicipal enterprises which operate inde- 
pendently of one another will be at a 
very considerable disadvantage. The 
scrambling process has gone so far 
in this state that the attempt to un- 
scramble would be fraught with great 
difficulty. Any program for public 
management should take into account 
not the operation of a few scattering 
links or a number of scattering links 
in the chain, but rather a considerable 
number of connected links. The 
problem of bringing about concerted 
action among a number of municipali- 
ties in the same area is apparent to 
any one acquainted with the character 
of public sentiment in our various 
localities which have not yet learned 
the advantage of co-operative action. 
In other words, we do not have to do 
with a clean slate as was the case 
when the Ontario Hydro Commission 
got under way. A limited number of 
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more or less integrated systems have 
already pre-empted the field. They 
are going concerns with vested rights 
and vast investments and, as was 
previously pointed out, they maintain 
for the most part high standards of 
service and have adopted a policy of 
reducing rates. In view of these cir- 
cumstances area development seems 
mandatory. This would call for a 
type of leadership and community 
initiative in a number of localities at 
one and the same time that in my 
judgment is conspicuous for its ab- 
sence at the present time. 


e 


How much one may believe in 
the public operation of the elec- 
trical utility and would like to see it 
brought about, he will be ill advised 
if he leaves any one of the above con- 


ditions out of account. The chief 
arguments for public management 
are the relative ineffectiveness of the 
Public Service Commission, the val- 
uation muddle, the fact that rates still 
prohibit the free use of electricity, and 
that financial and other groups are 
using utility stocks for speculative 
purposes. I have no desire to belittle 
the potency of these arguments, but 
as yet they do not seem to me to be 
of sufficient weight to counterbalance 
the considerations just cited. If the 
Commissions do not get a grip on the 
situation, particularly the valuation 
problem, and if holding companies 
are not soon brought under rigorous 
public control, it is conceivable that 
the obstacles discussed above may be 
Swept aside by an indignant public 
opinion. 

But at the present time the pro- 
gram does not appear feasible. 
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Fig oage ee seriously questioning 
the feasibility of public owner- 
ship, I believe that municipalities 
should have the right to own and 
operate their own plants if they 
choose to do so, whether at the ex- 
piration of franchises through pur- 
chase or condemnation proceedings 
whereby they would take over the ex- 
isting plants and distributing systems, 
or, in case of unsatisfactory service 
and rates, through competition, al- 
though this latter policy would mean 
the wasteful duplication of facilities. 

It is reported that the threat of 
such action in Ohio has led not to the 
actual consiruction of competing 
plants but to the lowering of rates in 
a number of cities. The further right 
of forming power districts should also 
be granted so that the municipalities 
might enjoy the advantages of large 
scale generation. This issue is being 
contested now in the state of Wis- 
consin. 

Because of the public character of 
utility services and the valuable and 
necessary contributions made by the 
public to their conduct, the state laws 
should, as a matter of justice, grant 
the above rights to the cities. It is, 
however, more than doubtful whether 
the latter would avail themselves of 
these privileges for the reason cited 
above. The individual plant is no 
longer economical and area develop- 
ment presupposes a type of concerted 
intercommunity action that would be 
practically unprecedented. 

Since the problem of public owner- 
ship has been more wisely discussed 
with reference to the development of 
Muscle Shoals, Boulder Dam, and the 
St. Lawrence, it may be pointed out 
that the pros and cons of the contro- 








versy concerning public or private 
ownership and operation of these 
large power projects are in most re- 
spects quite different from the argu- 
ments advanced above which have had 
to do as much with distribution of 
power as with generation and trans- 
mission. For this reason a discussion 
of the private versus public develop- 
ment of such projects as those men- 
tioned is reserved for separate treat- 
ment. 


OOKING at the situation realistic- 
ally, public ownership will make 
very: little progress in the United 
States if there is proper and adequate 
regulation on the part of the Public 
Service Commission. 

I have heard it frequently stated in 
recent weeks that Public Service 
Commission control has broken down. 
In my judgment a more accurate 
statement is that the control now ex- 
ercised by the typical Public Service 
Commission has been inadequate and 
has approached the break-down stage. 
It does not seem to me that the policy 
of control that is written into the Pub- 
lic Service Commission Law of this 
and other states has been demonstrat- 
ed to be a failure. The effort has been 
made in the New York state legisla- 
ture to vitalize and strengthen the 
New York Commission in a number 
of directions. The problem of con- 
trol has been analyzed and more 
sharply defined than heretofore and 
measures of bringing about effective 
control have been adopted and others 
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proposed which would make it possi- 
ble to really try out the policy of pub- 
lic control, as it has never been tried 
out before. 

That the Commission be endowed 
with proper legal authority, that it be 
given the financial support necessary 
to perform the functions prescribed 
under the law, that it successfully har- 
monize its duties of a judicial, admin- 
istrative, and prosecuting character, 
that it be freed from the threat of 
interference. on the part of the Fed- 
eral courts, that the courts give a 
workable definition of fair value, that 
it have on its books fair values that 
may be used currently for rate-mak- 
ing purposes, that it become alert in 
criticizing the management, the ac- 
counts, the rate schedules, and rate 
structures of the utility companies, 
are the prerequisites of proper con- 
trol. 

Definite understanding of these 
prerequisites on the part of the more 
thoughtful public has been lacking 
heretofore. They have now been 
brought to the attention of the legis- 
lature and legislative action has taken 
place. If what I consider to be a new 
epoch of supervision and control does 
not bring results, and if the utility 
companies do not genuinely co-oper- 
ate with the Commission, the conclu- 
sion may then be drawn that the Pub- 
lic Service Commission as an agency 
of control is a failure. 

The next and only logical step 
would be public ownership. 





Mas J. Insutt places 512 kilowatt hours as the average domestic 
consumption of electricity in American homes in 1929, an increase 
of about 12 per cent in 1927. By an increased use of appliances the an- 
nual per customer consumption might easily reach 1,756 kilowatt hours. 
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The Cost of Delivering Power 


A Little Lesson in Economics 











A’ the recent International Conference on World Power in Berlin, the 

Ambassador from the United States made an address that touched 

upon such a topic that is basic, yet which is, nevertheless, so complicated 

in its technical and economic details as to be widely misunderstood and, 

consequently, widely misinterpreted. Both the question and the answer to 

it are so succinct and pertinent that they are printed here in pellet form 
in parallel columns. 


The Question: 
By Frederick M. Sackett 


U. S. AMBASSADOR TO GERMANY 


¢¢ KNow of no other manufacturing 

industry (than the electric) where 
the sale price is 15 times the actual 
cost of production. . . . 

“There still exists an extraordinary 
margin between the cost of electricity 
and the sales price. It costs %9 to %o 
of a cent to produce electricity, but it 
costs the consumer 6 cents. The con- 
sumer naturally asks Why? 

“In America there exists a rapidly 
growing public opinion, led by laymen 
of great ability, which favors govern- 
mental competition in rates with pri- 
vate power enterprises. 

“So drastic is the demand that it 
vocalizes the thought that all water- 
power sources should be government- 
owned and operated. The public clam- 
ors with enthusiasm that the delivered 
cost of certain municipally owned sys- 
tems in neighboring countries is proof 
of the iniquity of charges for electricity 
by our privately operated plants.” 


e 


(The following observations were 
(Continued on Page 102) 
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The Answer: 
By George N. Tidd 


PRESIDENT, AMERICAN GAS & ELECTRIC CO. 


cc HE Ambassador has earned the 
gratitude of electrical engineers 
by drawing the attention of the public 
to the high cost of distribution of elec- 
tricity, which those engineers have been 
attempting to reduce for years. This 
is, as the Ambassador has indicated, one 
of the most vital problems which have 
engaged the attention of our electrical 
supply companies during the past dec- 
ade, but the electrical industry is by 
no means the only or even the most 
striking example of this great difficulty. 
“Perhaps the best analogy is the sup- 
ply of water for domestic use. The 
cost of production when the water is 
in the hills is nothing, but by the time 
it has been collected, purified, and trans- 
mitted high expense has been inevitably 
incurred. A similar difficulty arises in 
the supply of foodstuffs. The cost of 
the banana on the tree is infinitesimal, 
yet by the time it has been gathered and 
transported the ratio is nearer 1,500 
than 15 to 1. Such examples are com- 
mon in all kinds of industries. 
“There is a continuous chain of costs 


(Continued on Page 102) 





(The Question) 


made by Ambassador Sackett after the 
meeting :) 

“I am not interested in government 
ownership. Yet I know that the Ameri- 
can people will not be satisfied until the 
experiment is tried, especially in regard 
to distribution of cost, with which my 
speech mainly dealt. 

“T offered no criticism. I merely 
pointed out the importance of solving 
the problem of reducing the cost of dis- 
tribution. I did not even mean to sug- 
gest that private power companies are 
making such great profits and that that 
is why prices are high. 

“There is no doubt that the question 
of government ownership of water 
power is a coming issue, though I did 
not realize I would be projected into 
the discussion of such an issue to this 
extent.” 
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(The Answer) 


in the process of producing electrical 
energy from water in hills or coal in 
mines. By choosing any particular 
point in this chain for calculating the 
cost of production, any ratio you like 
may be obtained. The selling price is 
not 15 but probably 150 if not 1,500 
times the cost of the water in the lake. 
On the other hand, it would be just as 
logical to calculate the ratio not at the 
generators but at some point between 
the central station and the customer— 
where the ratio would be more like two 
or three times. 

“The question of reducing distribut- 
ing costs and the ratio of the selling 
price to the cost of production is en- 
gaging the continuous attention of the 
utility companies. It has 
nothing whatever to do with the princi- 
ple of public or private ownership.” 





Handy Phrases from a Politician’s Note Book 


“I am being opposed by the ‘interests. 


+ 


,” 


* 


“T ravor an honest administration of our public affairs.” 


* 


* 


“T am not shackled by obligation to any corporate interests.” 


* 


* 


“I am against the waste and corruption in the expenditure of the 


people’s money.” 
_ 


* 


“Tue public interest has been flaunted by playing into the hands of 


the Power Trust.” rl 


7 


“T ravor adequate regulation of public utilities so as to secure proper 


service at reasonable rates.” 


* 


_ “I Have endeavored faithfully to serve the public interests as dis- 
tinguished from the corporate interests.” 


* 


“THE trail of political influences associated with 


* 


(Here 


fill in the name of the opposing candidate). 


* 


oa 


“Tue Public Service Commission permits the utilities to carry on 
lawless activities and to charge extortionate rates.” 


* 


a 





“A LINK or a prospective link in the gigantic power trust now in 


process of formation.” 


D (In reference to any local company or group 
of electric companies in the state.) 
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As Seen from the Side-lines 





ro time has come, the Walrus 
said, to speak of many things. 
* * 


Mr. Owen D. Young interestingly 
sets forth the premise that unemploy- 
ment is a dangerous surplus which em- 
ployers should never permit to accumu- 
late, and he receives for it a fine and 


universal laudation. 
* aR 


WE heard the officers of the United 
Garment Workers expound the same 
theory twenty years ago and be called 
Bolsheviks for their pains. Times do 


change. 
* * 


In Germany we discussed the theory 
of unemployment and of social insur- 
ance against it with the head of the 
Association of Employers. This is 
what he said :— 

* * 

“We do not protest the theory of the 
law. In fact, we commend it and ac- 
cept it. When a man goes to work 
for an employer a contract of perma- 
nent connection is made between them. 
When that man, through no fault of his 
own, is deprived of his opportunity of 
employment, the employer is bound in 
conscience and moral duty to exhibit a 
continuing interest in him.” 

* * 

THE employee there contributes 14 
per cent of his wages to the unemploy- 
ment fund, and the employer a ! 


amount. 
* * 


S. Parker Gilbert may scold the Ger- 
mans for their alleged extravagance in 
domestic matters, assuming that an 
American has any business in the in- 
ternal affairs of another country. But 
if the government of Germany had 
coldly turned its back upon the suffer- 
ing people in the hardest and coldest 
winter in fifty years, they would have 
overthrown such a distinterested and 
unconcerned government and _ substi- 
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tuted one of the extreme left or ex- 
treme right in its place. 
cs OK 


To whom would Mr. Gilbert and his 
associates then turn for their repara- 
tions ? 

* * 

Mr. James A. Reed of Missouri de- 
nounces the “radio trust” in what was 
a powerful speech over the radio until 
he was S. O. S.’ed or short-circuited 
or something off the line. 

* * 


A Few days later Mr. Reed takes a 
boat for that ambrosial clime which 
knoweth not the existence of prohibi- 
tion and we read in the papers that he 
is chief counsel for a private interest 
in a one-hundred-million-dollar suit 
against the “trust.” It is a canny lawyer 
who can try his case in public senti- 
ment before submitting it to a jury. 

* 


Here and there a spokesman for that 
politically erudite organization, the 
Anti-Saloon League, gets up on his 
hind legs and denounces Nicholas Mur- 
ray Butler and others, if less affluent 
and respectable, who suggest nullifica- 
tion of the Eighteenth Amendment. 
“Treason!” they cry. Whereupon the 
head waiter slips us a nip, a bottle of 
white rock and the ice and says, “If 
that be treason make the most of it.” 

* * 


James Otis, attacking the Writs of 
Assistance, declared to the King’s 
agents, “If the King himself and 10,000 
of his troops were encamped on Bos- 
ton Common they could not compel 
obedience to this law.” What a nullifi- 
cationist he was, and if you go to Bos- 
ton this year for the Tercentenary of 
Massachusetts Bay, out of which the 
Republican form of government orig- 
inated, they will take you with pride to 
Faneuil Hall to show you just where he 
stood when he made such an outrage- 
ously treasonable speech. 











Senator Caraway decides that Bish- 
op Cannon shall not be called for a 
final accounting of what he did with 
the campaign funds entrusted to his ten- 
der care. The same Mr. Caraway who 
denounces “trusts,” scolds lobbyists and 
parades a bosomload of high moral 
ethics before the Senate day in and day 
out. It depends on whose ox is gored; 
or, rather, whether the drys or the wets 
have the most votes in your state. 
* * 

Osey the law, we are told by those 
who make it. The Shipping Board is 
ordered by law to get the government 
out of the shipping business. And for 
one whole year it delays the acceptance 
of bids for which it advertised and 
which it opened in public while all the 
elements of a first-class scandal are 
built under its inactivity. While it 
screams at American businessmen who 
do not patronize American ships. 

+ * 

SIxTEEN months of labor produces a 
tariff like the house that Jack built. 
Most of us thought, or were given to 
understand, that the country was get- 
ting along pretty well under the tariff 
we had. Develop an export-minded- 
ness, they tell us; it is the sale of the 
surplus that measures the difference 
between prosperity and the lack of it. 
Then the shipping board ties an anchor 
to the marine and the Congress, through 
the tariff, a padlock on cash drawers 
abroad. The path of official advice 
often leads up a blind alley. 

* * 

NEVER mind, we’ll be having elections 
soon. And then what we don’t do to 
them! Probably we'll vote for a pot 
and get a kettle. And, somehow or 
other, the old country will amble on. 
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It has been doing so for a long while 
now; possibly it could have done bet- 
ter, but what it has done has not been 
so bad after all. 

* * 


WE may wake up on the morning 
after election to find ourselves with a 
Democratic Senate and a _ divided 
House. But man will still be looking 
for his collar button while the good 
wife hollers to hurry down before the 
eggs get cold. If we didn’t wake up; 
that would be the hard part of it. 

* * 


GOVERNMENT smoke agents tell us we 
are wasteful and extravagant. When 
we spend $15 for a ton of coal we ought 
to get $15 worth of heat, not $10 worth 
of heat and $5 worth of smoke, con- 
taminating the atmosphere, beclouding 
the beautiful sky and smearing our 
neighbor’s newly-painted white houses. 
Frigidaires warn us that the old-fash- 
ioned ice cake is wasteful and insani- 
tary. Candy destroys our beautiful 
figures, making three chins grow where 
only one grew before, while cigarettes 
soil our fingers, destroy our efficiency, 
and call the undertaker to the front 
door ten years before nature had in- 
tended him to intrude his saturnine 


countenance. 
* 


Wi1rTH all these worries to harass and 
vex it, with all this need of saving weak 
man from himself, the government 
could reasonably be expected to forget 
the public utilities for a few months 
and enable them to speed to the golden 
era of prosperity which is just around 
the corner. 


Arba TF Kantut 





Will the Couzens Bill Interfere with 
the State Commissions? 


ey the coming issue of this magazine the author of this 

Bill, SENATOR JAMES CouzENs, himself, answers this 

leading question with a surprising and emphatic “No!” 
Out August 7th. 
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What Others Think 





The Attitude of the Federal Courts 
Toward Commission Decisions 


I* support of the political agitation 
against the effectiveness of state reg- 
ulation of public utility companies, the 
charge has frequently been made that 
the Federal courts are interfering with 
the course of regulation. The reason 
given for this is that the Federal courts 
have held that the utility companies are 
entitled to a reasonable return upon the 
value of their property, rather than up- 
on the prudent investment in it. 

But if one were to assume that these 
Federal court decisions are wrong, it 
would not necessarily mean that the 
general course of Commission proce- 
dure was seriously interfered with. It 
takes more than one swallow to make 
a summer. 

The fact that the number of appeals 
to the Federal courts as compared with 
the total amount of convenient business 
is negligible was brought out recently by 
Judge Martin T. Manton of the United 
States Circuit Court of Appeals for the 
Second Circuit of New York. Judge 
Manton said: 

“The selection of a Federal court instead 
of a state forum for litigating these con- 
troversies as to rate orders has caused in 
the past, as it has recently, much public 
resentment. The cry of interference by the 
national courts has been loud and wide. 
But this antagonism to the exercise of ju- 
risdiction has been the exception and not 
the rule, for the books are filled with re- 
ported cases in which recourse to the Fed- 
eral courts has been had and approved by 
authoritative decisions of the Supreme 
Court. ‘ 

“The impression sometimes conveyed 
that the courts, particularly the Federal 
courts, have hampered or interfered with 
state regulation by reversing or refusing 
enforcement of the orders of the Commis- 
sion, is not well-founded. From the _magni- 
tude of the discussion recently had in New 
York state, one unfamiliar with the facts 
might gain the impression that the Com- 
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mission’s duty of regulation has been ham- 
pered by an increasing judicial interference 
with its orders. The analysis made for 
counsel for the commission on revision of 
the Public Service Law, . . . and 
which appeared in the minutes and 
exhibits of the hearings before that body, 
pos answers any such charge. From 

21, when the present Public Service Com- 
ee was created, through 1928, the 
Commission is shown to have made some 
11,440 final orders in proceedings before it. 
These final orders were in addition to many 
thousands of matters disposed of without 
formal proceedings. 

“Of the 11,440 final orders of the Com- 
mission since 1921, only 46 were ever 
brought into question before a court by any 
party interested and only 3 of these were 
taken to the Federal courts. During the 
same period, the Commission made 981 
rate-fixing orders, and only one of these 
was set aside by the Federal court. Only 
9 out of the 981 rate orders were reviewed 
by any court, state or Federal. Four of the 
9 were reversed by the state courts, and 
one was set aside by the Federal courts; 
the others were affirmed by the state courts. 
No order of the Public Service Commis- 
sion as to service, improved or extended 
facilities, the issuance of securities, or the 
granting or withholding of any required 
permission or authority, was set aside or 
disturbed by the Federal courts during the 
life of the present Commission. One or- 
der, requiring a large extension of gas 
mains, was affirmed by the United States 
Supreme Court. It is thus demonstrated 
that during the entire life of the present 
Public Service Commission there have been 
very few instances of Federal review of the 
Commission’s orders, and there has been no 
crippling of the Commission’s regulation by 
review or reversal of the Commission’s or- 
der, by decree of either state or Federal 
courts. 

“It is thus clearly established that the 
constitutional guarantee of protection with 
the precautions in the procedure adminis- 
tering it, has been wisely given to the public 
and the utilities, whenever an order of the 
Public Service Commission has _ been 
brought into question; and the public may 
confidently rest within the security that jus- 
tice will be done in any controverted mat- 
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ter which reaches either the state or the 
Federal courts.” 


sy say that a Federal court decision 
contrary to the views of one of the 
litigants interferes with regulation of 
public utilities merely begs the question. 
The question as to what constitutes con- 
fiscation is debatable. Some one has to 
decide that question. The Federal 
courts have been given that power. If 
litigants could abolish the courts every 
time an unfavorable decision were ren- 
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dered, there could be no courts because 
they are always at least two sides to a 
lawsuit. 

We have to acquiesce in the result of 
an election even if we believe that the 
judgment of the majority of the people 
is wrong. The only alternative would 
be a revolution. 


Tue Courts AND CoMMISSION REGULATION. 
Address by Hon. Martin T. Manton. Pro- 
ceedings of the American Academy of Poli- 
tical Science, Vol. XIV, May, 1930, p. 177. 





The Effect of Mergers Upon 
Prices Paid by Consumers 


ae opinion is so often expressed 
that mergers or consolidations are 
formed for the ultimate purpose of 
monopolizing the field and raising prices 
that as many people are as ready to 
believe it as once believed that the 
world was flat. But occasionally atten- 
tion is called to the fact that such an 
aim would not be in the real interest 
of the consolidated business. 

H. A. Toulmin, Jr., points to the 
United States Steel Corporation as an 
excellent example of a great merger 
which has not raised prices exorbitant- 
ly, but only stabilized them. 

The disastrous results of a policy of 
high prices were disclosed by the early 
pools. Says Mr. Toulmin: 

“The philosophy of these pools was to 
restrict production and elevate prices. Ap- 
parently no thought was given of public 
service to increase the use of the pool pro- 
ductions, to improve their character, or 
render greater service in their employment 
by the public. 

“And the history of these pools was one 
of complete disaster. Dissatisfaction from 
the allotments made, the constant tempta- 
tion to shave prices or conceal sales, the 
impossibility of imposing fines and the 
loose character of the associations, together 
with the constant tendency of the manu- 
facturer to break away from the pool when 
its success brought about better trade con- 
ditions, led to the disposition of this form 
of organization as unsuccessful.” 
Referring to the Standard Oil Trust, 

Mr. Toulmin says: 


106 


“But this shrewd management was too 
able to believe the mere raising of prices 
and the negative solution of reduction of 
production was the answer to all good 
management. Prices of oil were steadily 
reduced. Obsolete plants or poorly located 
ones were scrapped. Advanced methods at 
the lowest cost were encouraged. 

“While it is true that the Standard Oil 
companies did successfully uphold prices 
in the face of declining costs of manu- 
facture, and sugar was maintained likewise, 
yet all in all, the history of the attempts 
to control prices and raise them or main- 
tain them has been a story of disaster. 
The very success of the system usually led 
to the rivalry in the field of new inde- 
pendents.” 


Mr. Toulmin asserts that mergers 
have reduced prices. He says: 


“Mergers generally have reduced prices. 
They certainly have increased output on 
a more efficient basis as our mass produc- 
tion will testify. An analysis of sixty 
manufacturing lines shows that prices have 
gone up in a much less pronounced fashion 
in those departments of manufacturing in 
which consolidations exist.” 


Whatever the influence of mergers on 
prices in private industry may have 
been, they have certainly tended to re- 
duce prices in the utility field. Con- 
solidations have gone on at a rapid pace 
in the electric industry ; yet the tendency 
of electric rates has been downward. 


Mritions 1n Mercers. By H. A. Toulmin, 
Jr. New York: B. C. Forbes Publishing 
Company. 323 pages. $3.50. 1930. 
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San Francisco Chronicle 


TURNING ECONOMICS INTO POLITICS! 


The Senatorial Mind Labors With a 
Problem in Economics 


Ben Ontario Hydro Electric Proj- 
ect has long been given the credit 
of performing miracles for the domes- 
tic consumers. Now, it seems, some- 
one has come forward and made the 
claim that if it were operated in Amer- 
ica, it would save the consumer the en- 
tire amount of his bill, and pay him a 
bonus besides! That, indeed, is not the 
precise form of the statement, only its 
effect. 

Talking to the Public Utilities Ad- 
vertising Association in Washington, 
D. C., Honorable Charles A. Eaton, 
Congressman from New Jersey, recent- 
ly reported the following experience : 


“Two years ago a great statesman, who 
for some reason or another happens to be 
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in the Senate rather than in the House, 
two days before Congress adjourned fired 
a parting shot at the power trust, and in 
that great eloquent utterance, consisting 
mainly of the difference between Tweedle- 
dee and Tweedledum, he made this mathe- 
matical statement, that if the public utili- 
ties of the United States now so debased 
and crime-encased, would furnish the do- 
mestic consumers of this country that they 
are now serving every hour with electrical 
service at the same rate that is being 
charged by the politically owned and oper- 
ated plants of Ontario, where the Kingdom 
of God has come on earth, that that would 
save the domestic consumers of this coun- 
try $600,000,000 a year. 

“Now, that year, in spite of the fact that 
I am in Congress, I carefully stumbled 
onto the facts, and that year I found out 
that we had 16,000,000 homes in this coun- 
try wired for electricity. I know that that 
is a fact, because I was on a campaign to 








count them, which we did. The ave 
price which each one of those homes paid 
for electrical energy that year was just a 
few cents less than $30 apiece for twelve 
months. 

“Now, some of you scientists get busy 
on this: Thirty times 16,000,000 1 
000,000, their total bill; and if this great 
statesman, reaching his hand into the in- 
dependent companies, and with the knowl- 
edge of the Divine, could perform this 
mathematical miracle of -_ them 
$600,000,000 on that he would have to 
present them all that it cost and pay them 
a bonus of $120,000,000 for taking it. Now, 
that is the political mind at its best. 

“That statement was made by one of the 
highest class public men we have in this 
—— although a little off on his poli- 
tics. e is not in my party I am glad to 


ay. 
“But there is a gentleman who is as 
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straight and white and clean-cut a man as 
I ever knew and yet he is absolutely a dub 
when it comes to economic problems as 
affecting the mass of the people and relat- 
ing themselves to the government and he 
represents the people.” 


If the Congressman is right as to the 
average cost of electricity a year, and 
it could be furnished to consumers at 
no charge whatsoever, it would save the 
average family 8 cents a day. 

One would think, in reading criticism 
of what the Hearst newspapers delight 
in terming the “power trust,” that elec- 
tric rates were a great burden on the 
average family; but the cost of this 
vitally important service amounts really 
to only a few cents a day. 





Valuation Proceedings: A Panacea 
That Has Turned Into a Nightmare 


ALUATION seems to be the inex- 

haustible mine from which the 
chief complaints about regulation of 
utilities are dug. For example, in a 
very interesting book on “The Public 
Control of Business,” by Dexter Mer- 
riam Keezer and Stacy May, the au- 
thors say: 


“Recently, in discussing possible advan- 
tages of government ownership and opera- 
tion of railroads, Interstate Commerce 
Commissioner Joseph B. Eastman said that 
perhaps the outstanding advantage would 
be ‘freedom from the valuation night- 
mare.’ The nightmare of valuation is not 
peculiar to railroad regulation. It is a 
steed that the Commissions which control 
the rates of any public interest enterprise 
must attempt to ride. This problem in 
jockeying, occasioned by decisions of the 
United States Supreme Court, gives rise 
to a second serious limitation upon effective 
government price regulation. ; 

“In one of its earliest decisions made 
after asserting its right to review utility 
rates, the Supreme Court declared that 
such rates, to gain judicial approval, must 
yield ‘a fair return’ upon ‘a fair value’ 
of the property devoted to the public serv- 
ice. This ruling, still adhered to by the 
Supreme Court, makes necessary a com- 
putation of the ‘fair value’ of the property 
devoted to the public service in order to 
determine the base upon which the rate of 
return selected as proper shall be allowed.” 
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Such is the present mood of the crit- 
ics of public control and of public utili- 
ties. Yet a quarter of a century ago, 
when Public Service Commissions were 
established, valuation was the ratepay- 
ers’ panacea for low rates. The ship- 
pers had succeeded in getting the value 
rules referred to by the authors estab- 
lished. They even wanted value meas- 
ured by the cost of reproduction. 
Everybody apparently was for valuation 
when the Commissions were set up. So 
valuation was made the corner stone of 
most of the new laws. Even Congress 
felt the new impulse and ordered the 
Interstate Commerce Commission to 
value the railroads. 

But a new generation of ratepayers 
which knows not Joseph has grown up. 
The new generation looks upon valua- 
tion as a nightmare. 

If the ratepayers are now right, verily 
the sins of the fathers of regulation 
have been visited on their children and 
their children’s children even unto the 
second or third generation. 


Tue Pustic Controt or Business. By Dex- 
ter Merriam Keezer and Stacy May. Har- 
per & Brothers. 1930. Price $3.00. 
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The Bay State’s Experience 
in Regulation 


HE spirit which prompted the Bos- 

ton Tea Party is still “strong in 
our people,” states Commissioner 
Louis Goldberg of the Department of 
Public Utilities of Massachusetts. His 
observation was prompted by the in- 
clination of Massachusetts to regulate 
utilities according to what some ob- 
servers regard as the unduly liberal 
ideas which have long prevailed in that 
state. 

Commissioner Goldberg, in an article 
in The United States Daily, declares 
that the best results of regulation can 
be accomplished by basing the valuation 
on the amount of money honestly in- 
vested by the stockholders in the pub- 
lic utility enterprise and by having an 
elastic and variable rate of return estab- 
lished. He says: 


“This is not a new conception in Massa- 
chusetts. It goes back more than one 
hundred and twenty-five years. Beginning 
with the regulation of turnpikes in 1804, 
successive statutes specifically made the in- 
vestment of the stockholders the rate base, 
and Commissions for the last sixty years 
followed the same doctrine. 

“Under this method of regulation our 
electric utilities have prospered. They have 
paid excellent dividends, set aside ample 
depreciation, and built up large surpluses. 

“In forty-five years of regulation of elec- 
trical utilities only two cases—the Wor- 
cester and Cambridge Cases, three years 
ago—went to the courts, and those were 
dropped by the respective companies. In 
the last sixty years not more than four 
rate cases affecting all kinds of utilities 
and not more than ten or twelve cases af- 
fecting all matters were brought in the 
courts. 

“Can there be any better evidence of the 
satisfaction afforded. by the Massachusetts 
system of regulation? 

“In the last few years some of the elec- 
trical utilities seriously began to urge as a 
rate base reproduction cost of the physical 
property less depreciation, embellished by 
intangible values. These intangible factors 
of value seem to be limited only by the 
limit of the ingenuity of experts. 

“Im one case a pond which, together 
with some land, was purchased several 
years prior to the hearings for $69,000 was 


valued by experts on the reproduction 
theory at $1,200,000. An office building 
fifty years old, located’in the heart of the 
city, was —— for rate-making pur- 
poses only 5 per cent of the reproduction 
cost for the entire fifty years. 

“We learn that cast iron pipes should 
not be depreciated at all, because such pipes 
laid in the days of the Caesars were dug 
up in Rome and still found to be in good 
condition. 

“Our experience in Massachusetts with 
the attempt to make reproduction cost less 
depreciation the rate base has been that it 
fosters litigation, prolongs rate cases ad 
nauseam, piles up expenses for experts and 
counsel which the consumer ultimately 
must pay, engenders ill will towards the 
utility, and tends to make regulation inef- 
fective. 

“In my opinion a threatened breakdown 
of effective regulation would never be tol- 
erated by the people of Massachusetts. It 
would drive us to public ownership. 

“We now have forty-three municipally 
owned electric plants in Massachusetts 
~~ are operating effectively and efficient- 
ly and furnishing electricity at rates lower 
than those of private companies in their 
immediate vicinity. 

“The enforcement of the reproduction 
theory as a rate base would in Massachu- 
setts probably lead to the establishment by 
the state of huge generating plants with 
transmission lines radiating throughout the 
state, carrying power which would be dis- 
tributed and sold by the municipalities. We 
could do it, charge the people reasonable 
rates, and give them good service. 

“The spirit which prompted the Boston 
tea party is still strong in our people. A 
serious attempt on the part of the electrical 
utilities to extort unreasonable rates based 
on fanciful or fictitious valuations would 
drive us to public ownership just as sure- 
ly as the sail is driven by the wind.” 


If the citizens of every state should 
take the Boston Tea Party attitude on 
every question of law decided against 
them, it may be argued that we would 
soon have no National laws and no Na- 
tional Government ; we would have rev- 
olutions and separate state governments 
—and only by observance of law can 
order be established and governments 


stand. 
—H. C. S. 
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Government Monopolies Breed 
Political Gold Diggers 


CCORDING to a decision of the 
Massachusetts supreme court, 
state monopolies are as odious to the 
law, as private monopolies. The Argo- 
naut, does not think well of state mo- 
nopolies. In the issue of May 24, 1930, 
it is stated: 


“The same instinct that prompted the in- 
stitution of a state insurance monopoly in 
Massachusetts prompts the state power and 
water monopoly projects of Mr. Pinchot 
and his disciples. They prompt the aboli- 
tion of initiative by private capital in great 
utilities, and the creation of all those bu- 
reaus, boards, and commissions that are 
started by politicians in the Federal, state, 
and municipal administrations for the med- 
dlesome purpose of harassing the people 
and dissociating the taxpayer from his 
money, with a view to diverting it into the 
pocket of the political parasite. 

“The community that enforces honest 
economy among its officials and which keeps 
its administration out of business—out of 
the insurance business, the power and wa- 
ter business, the street railway business, the 
garbage disposal business, and every other 
business—and refrains from authorizing 
bond issues, except for absolutely necessary 


purposes, is the community that rarely suf- 
fers from any tax problems. 

“It cannot be contended that San Fran- 
cisco as a municipality is such an ideal com- 
munity. Neither is the state of California. 
One way or another, in state, county, and 
municipal disbursements, for government, 
education, highways, interest on bonds, and 
everything else that way, California had to 
pay out $725,250,000 in 1929, about $102 per 
capita for government, with trimmings. In 
1920 the cost was $259,311,000, or not quite 
$76: per capita. The tendency to give gov- 
ernmental agencies in state, county, and 
municipality more control in business mat- 
ters and in minor administrative matters is 
a pernicious one, and is really one calculat- 
ed to transform our democracy into an ad- 
ministrative monopoly—an oligarchy. Such 
an institution would prove an expensive 
and uncomfortable sort of thing to main- 
tain in a Nation like ours. But it is one 
toward which we seem to be tending.” 


Monopolies in public service are con- 
sidered wise, if they are under strict 
regulation. Even when unregulated, 
private monopolies for the mere pur- 
pose of restricting production and rais- 
ing prices usually fail. 





Popular Misconceptions of 
Utility Policies 


DISCRIMINATING observer once re- 
marked that there is altogether 
too much misinformation in the world. 
Almost anyone will agree to that. The 
result is that many worthy enterprises 
are unfairly criticised. The remedy for 
this is to get the facts to the public as 
quickly as possible. 

Speaking to this point, Joseph Hayes 
recently called attention to the hostile 
attitude towards certain utility compa- 
nies—an attitude which arose through 
the failure of the companies to explain 
vital facts necessary for the public to 
know. He spoke, for example, of the 
result of an investigation of the public 
attitude toward a certain street railway 
company. Referring to the work of the 
investigators, he said: 
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“When they went out to investigate the 
public’s attitude toward this railway com- 
pany they found that the greatest kick 
against it, the most active dissatisfaction— 
and it amounted almost to a personal griev- 
ance—was due to an entirely false idea. 
This idea was that the company was risk- 
ing the life of its patrons in order to save 
the wages of a few conductors; the com- 
pany had put on one-man cars in very hilly 
sections of the city where, if the motorman 
should drop dead or have a severe attack 
of any kind, according to the public’s con- 
ception, everyone in the car would be killed. 
It represented a belief, on the part of the 
public, that the company’s attitude was ab- 
solutely cold-blooded toward their patrons, 
interested only in saving money by any 
means possible. Now, what had happened 
was that before putting on the one-man cars 
they had worked out an automatic device, 
a brake, which would go on instantly the 
minute the motorman’s hand was taken off 
the control. They were actually safer in 
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that one-man car than they had previously 
been in the conductor-motorman car with- 
out the automatic brake. But had the pub- 
lic been told of it? No! most emphati- 
cally not. In other words, the company had 
told the public nothing of the very real 
service that they were rendering it. The 
very thing that should have caused a great 
deal of goodwill was producing the out- 
standing amount of illwill toward the com- 
pany.” 
HOSE familiar with the course of 
public service regulation naturally 
conclude that the public is equally well 
informed about it. To such persons it 
is astounding that charges that public 
service regulation has broken down or 
is becoming a farce could be made; and 
that the public would be influenced by 
them. The fact, however, is that the 
public is not informed upon the subject 
and is consequently easily mislead by 
criticisms of persons whom they think 
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ought to know what they are talking 
about. 

The Public Service Commissions are 
in about the same position as some of 
the utility companies, evidently thinking 
that their work will speak for itself. 
But it is necessary that the public should 
be informed. Any attempt to do this, 
of course, will be labeled “propaganda” 
by those who are opposed to having the 
facts known, but the employment of 
such epithets should not stand in the 
way of broadcasting the facts. 

This applies also to the utility compa- 
nies. The public is entitled to know 
the facts. Free speech is guaranteed to 
all. 


THE MaGAZINE AS A CHANNEL For UTILITY 
Facts. By Joseph Hayes. Address be- 
fore Public Utilities Advertising Associa- 
tion, May 20, 1930, Washington, D. C. 
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The March of Events 








Measurement of Gas Heat 


HE Bureau of Standards, Department of 
Commerce, has been interested in meas- 
uring the heat content of gas in place of the 
old method of measuring gas by the cubic 
foot. The United States Daily reports: 
“Largely because of the expanding utiliza- 
tion of the supply of natural gas, the much- 
discussed rate situation, involving a change 
from the old cubic foot basis to a change 
based on the heat content of gas consumed, 
is coming to a focus, according to an oral 
statement June 26th by E. R. Weaver, chief 
of the gas chemistry section of the Bureau 
of Standards, Department of Commerce. 
“The question of gas measurement, accord- 


= 


ing to Mr. Weaver, has occupied the interest 
of the Bureau since 1910, and by 1912 its 
investigations indicated quite definitely that 
for all ordinary purposes, except open-flame 
lighting (now rarely employed), the heat 
value rather than the volume of gas is the 
‘true measure of the service rendered to the 
purchaser.’ 

“The Bureau, therefore, proposed that the 
consumer be charged on a heat unit basis, 
which would prevent gas companies from re- 
ducing the number of thermal units in 1,000 
cubic feet and thus supply less gas value 
at the same volume rate. The proposal, how- 
ever, was not favorably received in America 
until recently when natural gas, possessing 
greater heat value, came into extensive use.” 


Alabama 


City Wants Street Lights 


HE city of Elba, according to a petition 
filed with the Commission, has been in 
darkness for more than a year. City officials 
have been seeking to compel the Alabama 
Utilities Company to provide current for 
street lights. 
The complaint asserts that the city entered 
into a contract with the Pea River Power 
Company, which was later purchased by the 


Alabama Utilities Company, to furnish cur- 
rent for thirty street lights at $30 per lamp 
each year, and current for the city’s pump- 
ing station at 24 cents per kilowatt hour. 
Subsequently, it is said, the city’s copy of 
the contract was lost during the flood of 
1929. The Commission has been asked to 
ascertain the entire status of all parties in 
the case and, after its investigation of the 
petition, to provide what relief the city may 
be entitled to obtain. 


=e 
California 


A. E. R. A. Convention 


HE forty-ninth annual convention of the 

American Electric Railway Association 
opened in San Francisco on June 23rd with a 
complete program of general sessions, round 
table meetings, special dinner gatherings, and 
meetings of accounting, claims, engineering, 
and traffic groups. 

Along with these business sessions were 
many entertainment features, including a golf 
tournament and reception. 

Announcement was made that the Ameri- 
can electric railway industry next year will 
spend on new construction and equipment at 
least $400,000,000. Approximately $10,000,000 
is to be spent for advertisiug to create better 


112 


understanding of transportation problems. 
Modernization of equipment, traffic conges- 
tion relief, and tax adjustments are the chief 
objectives of the expenditure plan. 
President Paul Shoup, in his address at the 
opening session, asserted that local transpor- 
tation had shown only moderate effects from 
depression in the industrial situation, and 
that a recent survey showed that nearly all 
companies were maintaining their regular 
number of employees and customary activity. 
He said it was absurd that the electric 
railway industry, the least remunerative of 
industries in the state, should be bearing the 
highest tax relatively compared with all other 
public service corporations in California, and 
that it was absurd that these companies 
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should be compelled to continue the paving 
and maintenance of sections of streets and 
highways when tremendously created traffic 
of the last few years of motor vehicles used 
in private service is wearing them out. 

“The uncertain policies of the cities with 
respect to franchises,” he continued, “where- 
by the owners of invested capital do not 
know when it will disappear absolutely, and 
the thoughtless use of police power that puts 
added operating burdens upon the companies 
in so many localities, and in so many in- 
stances—these blocks in the way of giving a 
city the rapid and efficient service that it 
should have, expanding the growth of the 
city instead of contracting it—can be so 
easily and simply removed in so far as the 
mechanics of the problem are concerned, 
that it seems almost unthinkable that en- 
lightened policies have not been established, 
since so essential to the life and growth of 
the cities.” 

© 


Retrial of Phone Rate Question 
Is Asked 


HE Commission has been requested by 

City Attorney Preston Higgins of Oak- 
land to reopen the telephone rate case of the 
Pacific Telephone & Telegraph Company. 
Some time ago the Commission authorized 
an increase in rates after many months of 
study. 

The contention is made that the time which 
has elapsed since the increase has been suf- 
ficient to show that the revenues resulting 
are greater than were expected to follow. 

Complaints have been made, not only 
against higher rates, but also against special 
charges such as the charge for extensions 
and the charge for the monophone, or the so- 
called French type of telephones. 

Chairman Clyde Seavey of the Commis- 
sion, according to the San Francisco Chroni- 
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cle, has stated that the Commission itself had 
launched an _ investigation to determine 
whether the increases granted were fair to 
telephone users. He is authority for the 
statement that if the Commission finds that 
the company is getting a higher return than 
was contemplated, the Commission itself will 
reopen the case. 


* 


Natural Gas Rates Are 
under Attack 


N rate schedules proposed by the Pa- 
cific Gas & Electric Company for nat- 
ural gas which the company will bring into 
the San Francisco bay region have been 
under investigation by the Commission, and 
have been subjected to a vigorous attack by 
municipalities affected. 

Chairman Clyde Seavey of the Commis- 
sion, according to a report in the San Fran- 
cisco Chronicle, at the conclusion of a hear- 
ing on June 27th forecast the possibility of 
a cut in the proposed rate when he an- 
nounced that Claude Brown, gas expert for 
the Commission, had figured the Pacific Gas 
& Electric Company was now getting a return 
of 9.95 per cent. The Commission, it was 
said, thought 7 or 73 per cent sufficient for 
serving natural gas. 

Sacramento, Fresno, and other cities have 
not only attacked the rate schedules as a 
whole, but object to what they term im- 
proper discrimination against them, and im- 
proper types of charges. The service charge 
has been made one of the objectives of the 
attack. 

Fresno representatives contend that San 
Francisco consumers are to pay less than 
Fresno consumers, although San Francisco 
is farther from the source of supply. This 
city also demands preferential industrial 
rates. 


e 
Distriét of Columbia 


New Gas Rate Proposals 
Start Controversy 


NEw schedule of rates has been filed with 

A the Commission by the Washington Gas 
Light Company which, according to utility 
officials, amounts to a reduction of 10 per 
cent in rates. Critics of the company, how- 
ever, say that there will be no reduction for 
the average domestic consumer. 

The rate, it is reported, has been submitted 
for consideration “if and when” Congress 
enacts pending legislation authorizing merg- 
er of the Washington Gas Light Company and 
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the Georgetown Gas Light Company and 
loosening existing restrictions on financing 
the companies. The Washington Post gives 
the proposed schedule, contingent on passage 
of the gas merger and financing legislation, as 
follows: 

“For the first 2,500 cubic feet of gas con- 
sumed per meter, net 85 cents per thousand 
cubic feet and gross 95 cents per thousand 
cubic feet. 

“All over the first 2,500 cubic feet of gas 
consumed per meter, 75 cents per thousand 
cubic feet net and 85 cents per thousand cubic 
feet gross. 

“The new schedule contains an innovation 








in eens gas rates in the form of a 
minimum rge per meter per month which 
would be Hy mew to all consumers. This 
charge was fixed at 60 cents per month net, 
and 70 cents per month gross. The difference 
between the net and the gross figures, it was 
specified, is to be considered the discount for 
consumers who pay their bills promptly. Con- 
sumers failing to pay within the allotted pe- 
riod of grace will have to pay the gross 
charges not only for gas consumed, but also 
for the fixed meter charge. 

“An additional charge of $1.50 was pro- 
posed for reconnecting gas meters for any 


PUBLIC UTILITIES FORTNIGHTLY 





customer within six months after a meter had 
been disconnected for any cause.” 

Only five cities in the country will have 
lower gas rates than Washington if the new 
rates ever become effective, according to 


George A. G. Wood, president of the Wash- 
ington Gas Light Company. The new rates 
are intended to stimulate a larger use of gas. 

The present rates are $1 a thousand cubic 
feet up to 200,000 cubic feet per month; 95 
cents a thousand from 200,000 to 500,000 cu- 
bic feet; 90 cents a thousand for 500,000 to 
800,000 cubic feet; 85 cents for all over that 
quantity. 


2 
Illinois 


Transit Ordinance Passed 


HE new transportation ordinance was ap- 

proved by the voters of Chicago on July 
lst by a vote of more than five and one-half 
to one. This ordinance provides for an in- 
determinate franchise to a company which 
shall consolidate the elevated and surface 
lines and build $200,000,000 worth of im- 
provements. 

Samuel Insull, according to the Chicago 
Tribune, immediately issued a statement in 
which he assured the public that there would 
be no delay, except such as is necessary in 
dealing with the 50,000 investors in car line 


securities. He revealed plans are already be- 
ing drafted for an immediate start on the 
extensions and improvements provided in the 
ordinance, and for the formation of the con- 
solidated company. 

The passage of this ordinance, which will 
permit unification of transportation facili- 
ties, follows decades of discussion, years of 
anticipation, and months of financial engi- 
neering and legislative action. The plan em- 
braces extensions of surface track 245 miles, 
elevated tracks 315 miles, and the building 
of 44 miles of subway through the congested 
downtown and part of the residential district 
of the city. 
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Kansas 


Pipe Line to Chicago 


to Continental Construction Company 
of Delaware, according to the United 
States Daily, has applied to the Kansas Pub- 
lic Service Commission for permission to 
build a natural gas pipe line through Kan- 
sas as a part of the line from Texas and 
Southwestern Kansas gas fields to Chicago. 
A 24-inch pipe line would be constructed. 

The company desires to purchase contracts 
and to condemn or otherwise secure a right 
of way through the counties proposed to be 
traversed. The Daily informs us: 

“Federal legislation placing all gas pipe 
lines engaged in interstate business under the 
jurisdiction of the Interstate Commerce 
Commission or another Federal Department 
is the only solution of present problems con- 
fronting the Kansas Public Service Commis- 
sion, according to an oral statement by the 
chairman, Jesse W. Greenleaf. 

“The Kansas law gives to the State Com- 
mission control over all gas pipe lines and 
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over the movement of crude oil by railroad, 
Mr. Greenleaf said. The pipe line companies 
have, however, he said, successfully main- 
tained their contention that, since they are 
engaged in interstate business, the State Com- 
mission has no jurisdiction over rates 
charged to local distributing companies. 

“Charles D. Shukers, a member of the 
Public Service Commission, also stated orally 
that the Commission claims jurisdiction over 
all gas pipe lines engaged in business in Kan- 
sas, but that the contention was yet to be 
decided in the Federal courts.” 


* 
Wichita Gas Rates 


HE Commission on June 26th met to con- 

sider the rates for domestic gas m 
Wichita. Following the meeting experts for 
the Commission checked figures submitted by 
the company. 
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The Commission on August 10, 1928 had 
prescribed a rate schedule effective Septem- 
ber 1, 1928. The Wichita Gas Company ap- 
plied to the Federal court for a restraining 
order to prevent enforcement of these rates. 
This was granted. 

Thereafter a schedule of rates was put into 
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effect by the company, which had not been 
passed upon or approved by the Commission. 
The present inquiry is to determine whether 
these rates are fair, or whether other rates 
should be established to meet the demands 
of reasonableness and the requirements of the 
Federal courts. 


e 
Maryland 


Outside Company Would 
Buy Water Works 


HE Commission on June 26th heard the 
application of the Community Water 
Service Company for authority to purchase 
the Dorchester Water Company. The appli- 


cant is an out-of-state utility which owns 
water systems in ten states and serves more 
than one hundred communities. 

The proposal was made that the company 
should purchase at least 95 per cent of the 
outstanding stock of the Eastern Shore Com- 
pany. Improvement of service under the 
new management is predicted. 


=e 
Massachusetts 


Edison Electric Rates 


HE investigation by the Department of 

Public Utilities into rates of the Edison 
Electric Illuminating Company which has 
been going on for several months is now 
in the hands of the Board. The inquiry is 
based upon petitions by the city of Boston 
and a group of consumers who complain that 
the residential rates are high. 

A conflict between the interests of domes- 
tic consumers and other classes has devel- 
oped. Wycliffe C. Marshall, counsel for cer- 
tain consumers, according to the Boston 
American, urged that the rates for street 
lighting in Boston were too low; that it was 
being furnished at a loss. F. Manley Ives, 
counsel for the Edison Company, showed 
from Mr. Marshall’s figures that the street 
lighting rate would be 9% cents a kilowatt 
hour instead of the present rate of 54 cents. 

Mr. Marshall presented an analysis of the 
business of the Holyoke Municipal Plant and 
contended that the figures proved that the 
Edison Company could charge a lower rate. 
Mr. Ives, on the other hand, cited the his- 
tory of the Belmont Municipal Plant, stating 


that the plant was started in 1898 with an 
investment of $14,000, the current being pur- 
chased from an outside company, and that 
up to 1918 the investment had increased to 
$77,000, but of that amount $52,000 or 68 per 
cent was represented by exempted taxes. 

“If, from 1902 to 1917,” he continued ac- 
cording to the Boston Herald, “the Edison 
company had been exempted from taxes it 
would have saved $42,129,000 and we could 
have done business on the same basis as the 
Belmont plant, our capital premium debt, in- 
ye of being $143,000,000, would be $47,- 

Evidence was submitted by Mr. Marshall 
to show that residential customers are forced 
to pay an unwarranted rate on account of the 
business done by the company with the power 
consumers. These latter, he declared, accord- 
ing to the Boston Globe, require fourteen 
times as much capacity as do the residential 
consumers. Such a situation, he maintained, 
increases the expenses of the company. This, 
he went on, is reflected in the charge which 
the lighting customers pay. 

Closing arguments were presented on July 
8th by both sides. 


z 
Michigan 


Confiscation Claimed in 
Gas Rate Order 


HE Michigan Federated Utilities Cor- 
poration has applied to the Federal court 
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to restrain enforcement of a new schedule 
of rates for gas in the Mt. Clemens district. 
The matter got into Federal court on June 
27th, but Judges Arthur J. Tuttle and Ed- 
ward J. Moinet decided that it must be ar- 
gued before a court of three judges. At that 









time, it is reported in a recent issue of the 
Detroit News: 

“Attorneys for the Federated Utilities: re- 
lated that the Michigan Public Utilities Com- 
mission proposed to establish a net rate of 
$1.45 for the first thousand cubic feet of gas 
supplied to the consumer in place of the $1.75 
rate previously in effect. While the state 
body was making its survey a temporary rate 
of $1.60 was in force. The first collection 
on the $1.45 rate was set for June 25th, the 
collection day for the Mt. Clemens Gas Com- 
pany. Large consumers get the benefit of a 
graduated downward rate on both the old 
and the new schedule, it was explained, with 
the rate on the first thousand cubic feet as 
the basic rate. 

“The attorneys argued that the new rate 
yields a return of only 3.4 per cent, claiming 
a rate sufficient to yield from 8 to 10 per 
cent is essential to the business. 

“The judges decided that no testimony 
would be taken in the case until the third 
judge is present.” 

















Phone Rate Hearings Postponed 
until August 


H EARINGS in the investigation by the Com- 
mission of rates for the Tri-State Tele- 
phone & Telegraph Company were postponed 
on June 21st until August 4th. This was in 
order to permit the completion of a physical 







Utility Merchandising Criticised 
by Hardware Dealers 


HE National Retail Hardware Associa- 

tion at its convention in St. Louis dur- 
ing the last week of June passed a resolu- 
tion directing the petitioning of the State 
Public Service Commission for abatement of 
practices of the utilities in merchandising. 
The hardware men charged that the com- 
panies sell electric and gas appliances, such 
as stoves, refrigerators, heaters, and irons, 
at excessively low prices and absorb the re- 
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Minnesota 
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Missouri 
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Suburban Bus Fares before 
Commission 


EVERAL bus companies, including the De- 

troit Motor Bus Company and its sub- 
sidiary, Village Utilities, Inc., were ordered 
to appear before the Commission on June 
24th to show that passenger charges were 
fair in proportion to investment and over- 
head. Fares within Detroit were not involved 
because the Commission has jurisdiction only 
when busses operate between two or more 
cities or villages not contiguous. 

The subject of inquiry includes not only 
rates but also coach capacity, safety devices, 
speed, and other matters, in. an effort to 
draw up suitable rules and regulations to 
govern bus service throughout the state. The 
Commission, says the Detroit Free Press, is 
interested particularly in rates, because bus 
fares range from 2 cents a mile to 9 cents 
in comparison with the railroad charge of 3.6 
cents. 







valuation of the property now under way by 
engineers. 

The inquiry was started last year when 
outside interests acquired control of the 
property at what the Commissioners believed 
to be a high purchase price. Immediately 
steps were taken to determine whether the 
rates were excessive. Rates were declared 
reasonable by utility officials. 


sulting loss in the general expense account 
on which their consumers’ rate is based. 
The St. Louis Globe-Democrat says: 

“The hardware men declared certain utility 
companies fixed prices on appliances that 
were not compatible with fhe expense of sell- 
ing, of installation, and of long-term install- 
ment terms, all borne by the company. Such 
losses, they asserted, were more than re- 
gained from the profits off the increased rate 
on the power the appliances consumed. They 
alleged that this unfair competition resulted 
in the loss of appliance sales by hardware 
dealers.” 
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New Hampshire 


Investigation of Foreign 
Holding Companies 


H*s a State Commission the right to in- 
spect the books and records of corpora- 
tions or associations that do no business in 
the state but which hold the securities of 
public utilities doing business there. This is 
the important question raised in recent pro- 
ceedings in New Hampshire. 

The Commission on May 15th ordered cer- 
tain public utility companies and their parent 
companies to appear before the Commission 
on June 3rd. These companies were ordered 
to submit statements of issues of stock, 
bonds, notes, and other evidences of indebted- 
ness, together with various documents includ- 
ing contracts, agreements, and correspond- 
ence. On May 15th the insurance commis- 


e 


sioner of New Hampshire suspended from 
sale in that state the $20,000,000 convertible 
5 per cent gold deberiture bonds of the New 
England Gas & Electric Association, giving 
as the reason the contemplated investigation 
by the Commission, but not giving reasons 
for deeming the securities objectionable. 

The companies sought injunctions in Fed- 
eral court to restrain the action of the insur- 
ance commissioner and to prevent the Com- 
mission from investigating the “stock-hold- 
ing” companies and associations not doing 
business in the state. Attorneys for the 
utilities stated that the Commission had the 
right to inquire fully into the affairs of the 
New Hampshire companies and said that all 
the information they want about these com- 
panies they should have, but that the Com- 
mission could not go into the affairs of the 
outside companies. 


New Jersey 


New Fares Suspended by 
Commission 


N order to determine whether new fares 

proposed by the Public Service Co-ordi- 
nated Transport are reasonable the Board of 
Public Utility Commissioners has suspended 
them until October Ist. The company has 
asked authority to sell four tokens for 25 
cents instead of its present rate of 50 cents 


e 


for 10. Other plans have been considered. 

Edmund W. Wakelee, vice president of 
the company, in making a plea for the new 
rates, according to the Orange Courier, 
pointed out that upwards of $5,000,000 has 
been lost during the six years’ operation un- 
der the straight 5-cent fare. ven under 
the existing schedule of ten tokens for 50 
cents with a 10-cent fare for occasional rid- 
ers, the company has not received adequate 
revenue, 


New York 


Buffalo Battles Gas and 
Street Car Rates 


wo important proceedings relating to 

rates in the city of Buffalo are under 
‘way. These relate to gas rates and street 
car fares. 

Opening hearings were held before Special 
Master Arthur E. Sutherland on the applica- 
tion of the International Railway Company 
for a straight 10-cent fare in Federal court 
on June 30th. A three-judge statutory court 
had denied the application of the railway for 
an injunction to prevent the city and the 
Public Service Commission from interfering 
with its attempt for an increase in fares. The 
matter was then referred to the special mas- 
ter to take evidence. 


The Iroquois Gas Company has been seek- 
ing from 65 cents to $1 for the first thousand 
feet of gas. The Commission recently ap- 
proved an increase, but when the city filed an 
appeal a stay of the new rates was granted 
and a rehearing scheduled before the Com- 
mission for July 11th. 

Assistant Corporation Counsel Frederic C. 
Rupp, according to the Buffalo Times, de- 
clared that he would demand an investigation 
of the books of the United Gas Company of 
Pennsylvania, of which the Iroquois buys gas 
at the state line for 50 cents a thousand feet. 
He is also expected to urge before the Com- 
mission that the Iroquois and the United are 
both subsidiaries of the National Fuel Gas 
Company and that all revenues gained by 
wholesale or retail sales ultimately reach the 
treasury of the parent company. 
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Oregon 





Electric Rate Decision slight twinkle in his eye.” = 
E ds ‘The Commission s order will disclose the 
xpecte oon position it believes it should take in represen- 





. : Lage tation of the public interest’ he said. ‘To 
TS Oregon Public Service Commission make any other statement at this time would 
will hand down its order on the appeal he premature. 
jaro Apes of ee er =. ““But—I believe, the people will be reason- 
ial and commercial lighting rates by Augus bly satish A ‘sion? ” 
Ist, according to the Portland Journal. This ably satisfied with our decision 












paper states: * 

“It will conclude its study of the evidence , aes 
rea ae . with its own investigations Would Abolish Commission 

y July 15th. 

“This information was given this morning PORTLAND voter, according to the Port- 
by Frank J. Miller, Chairman of the Oregon land Journal, is circulating an initiative 
Public Service Commission. petition for abolition of the Public Service 


“It answers many questions which have Commission. For this it will be necessary to 
been asked as to when the case would be de- obtain 15,650 signatures to place the measure 








cided, indicating that the Commission believes on the ballot in November. 

it unnecessary to wait until final decision of The secretary of state, Hal E. Hoss, re- 

the street-car valuation and rate case before fused to approve a form of petition first sub- 

reaching its conclusion on commercial and mitted. This was the result of an opinion 

residence electric service. from I. W. Van Winkle, attorney general, 
“Will there be reductions?’ was asked.” that the petitions in that form would be de- 


“Chairman Miller met this question with a _clared invalid by the courts if attacked. 
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Pennsylvania 


; ; Shore towns on June 23rd raised a storm of 
Electric Rate Inquiry protests which resulted in action by some of 


the towns to oppose the new fares. 

A statement by D. A. Elias, president of 
the street car company and general manager 
of its parent company, the Pennsylvania Pow- 
er & Light Company, explained that patron- 
age has been decreasing steadily for some 
years to such an extent that present revenues 
are not adequate. This situation, he said, 
would be corrected partly by the abandon- 
ment of one division, but the company was 
convinced that some adjustment of fares 
would be necessary. 

The new tariff called for a cash fare per 
zone of 10 cents, and regular riders’ books 
of twenty tickets are priced at $1.80, or 9 
cents per ticket. 

Members of the Brotherhood of Railroad 
. Trainmen added their protests to those of 

municipal — “ rg . a. 

: to represent them before the Public Service 

Protest Made against Valley Commission. Petitions were circulated among 
Railways Fare Increase the citizens for filing with the Commission, 
and a citizens’ meeting organized and talked 

HE proposal of new fare schedules by of employing expert legal representatives for 

the Valley Railways Company for West Commission hearings. 


e 


HE Commission last month announced an 
if inquiry into the rates of three additional 
: electric utilities. Last March it started a 
probe of the Scranton Electric Company. 
The new move involves the Abington Electric 
Company, Edison Light & Power Company, 
and the Renovo Edison Light, Heat & Power 
Company. 

Announcement was made when the first 
complaint was filed that this was the result 
of four years’ inquiry into the rate structures 
of all electric light and power companies in 
the state, and that with the data at hand the 
Commission intended to make complaints 
against various companies as its investigation 
revealed apparently unjust or unreasonable 
rates. 
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Wisconsin 


Milwaukee Fare Appeal 


mcuir Judge A. C. Hoppmann on June 
20th had under consideration a petition 
by the city of Milwaukee to invalidate the re- 
cent order of the Commission increasing 
street car fares. He also heard the appeal 
of the Electric Company to re-establish two 
suburban zones abolished by the Commission 
when they were brought into the metropoli- 
tan 10-cents single-fare area and the appeal 
of the suburbs to allow the Commission’s or- 
der to stand unchanged. 
Counsel for the city argued that the Com- 


mission had no right to make arbitrary lines 
for the metropolitan area but that areas 
should have been fixed by the city limits. 
Counsel for one of the suburbs ridiculed the 
city’s contention, says the Milwaukee, Wis- 
consin News, that its boundary lines should 
be used as a limit, and pointed out that be- 
cause North Milwaukee was annexed its zone 
fare dropped despite the fact that the annexed 
suburb was a greater distance from down- 
town than many other suburbs. 

The company objects to the new fare 
areas and asserts that revenues are impaired 
by them. 





The Latest Utility Rulings 


Connecticut Commission: Re Connecti- 
cut Co. A petition of the Connecticut Com- 
pany for permission to discontinue the street 
railway service in the towns of Wethersfield, 
Rocky Hill, and Cromwell and the city of 
Middletown, and for ogy | to operate 
motor bus service between Hartford and 
Middletown was granted. 


Connecticut Commission: Re New 
Haven & Shore Line Railway Co. An 
application for a certificate of convenience 
and necessity to operate a motor bus service 
between Middletown and Hartford along the 
east side of the Connecticut river was denied 
in view of the authorization given to similar 
operations by the Connecticut Company. 
The Commission felt that it would be un- 
wise and unnecessary to duplicate further the 
transportation agancies. 


Connecticut Commission: Re New York, 
New Haven & Hartford Railroad Co. 
Upon petition of the city of Hartford, the 
Commission found that a dangerous condi- 
tion existed at four grade crossings, and 
adopted a general plan called “Scheme No. 
16” for eliminating such dangerous condi- 
tions in accordance with detailed specifica- 
tions described therein. The Commission 
said that it was not authorized to qualify its 
order of elimination of these crossings upon 
the condition that its action be submitted to 
a referendum vote of the city of Hartford 
for approval and ratification. 


Marne Commission: Re Bangor Hydro- 
electric Co. An electric railway utility 
operating an interurban line in conjunction 
with a street railway system was permitted 
to abandon the former on a showing that its 
Tevenues from that line were declining 
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steadily, resulting in annual deficits with no 
hope for improvement; that continued opera- 
tions would impair its ability to render serv- 
ice over its entire system; and that deferred 
maintenance would require a rehabilitation 
of the line at a prohibitive cost if operations 
were continued. 


Missourt Commission: Re Empire Dis- 
trict Electric Co. In granting an electric 
company permission to construct a high volt- 
age power line in Carthage county, the Com- 
mission ruled that it might consider the fact 
that a municipal electric company was willing 
to construct a line to serve the territory in- 
volved, although the Commission had no 
jurisdiction over such extensions by munic- 
ipal plants. 


Missourt Commission: Re Missouri Pa- 
cific Railroad Company. In granting an 
application of the state highway commission 
for permission to effect an overhead high- 
way crossing of the railroad over the rail- 
road company’s tracks in Barton county, the 
Public Service Commission confessed its in- 
ability to assess more than one-half of the 
cost of the construction against the state 
highway commission, notwithstanding the 
fact that the cost of moving telegraph poles 
and installing guard rails, blocks, and bands 
should be included in the general construc- 
tion cost. 


New Jersey Supreme Court: Marathon 
Bus Line v. Public Utility Commissioners. 
The fact that the Public Service Co-ordinated 
Transport failed to begin operations until 
after a date fixed by the city of Perth 
Amboy, in giving its consent to such opera- 
tions, was held to be a matter strictly be- 
tween that company and the city of Perth 











Amboy. Accordingly, a collateral attack, 
commenced by a rival bus line on a certifi- 
cate granted to the Public Service Company 
by the New Jersey Commission, alleging a 
delay in such operations, was unavailing in 
view of the fact that the rival carrier was 
not a party in interest. 


New York Pustic Service CoMMISSION: 
Re Long Island Railroad Co. An order of 
the State Commission requiring an interstate 
carrier to secure its approval before purchas- 
ing any new electric locomotives was modified 
on a petition for rehearing, so that the car- 
rier was required, before purchasing any new 
electric equipment, merely to file the details 
of such proposed equipment with the State 
Commission for its information. This 
change was made in view of the interstate 
character of the carrier, and the superior 
jurisdiction of the Interstate Commission. 


New YorK Transir Commission: Re 
Long Island Railroad Co. The Commission 
denied an application by a rail carrier for a 
rehearing of an order directing it to install 
15-car trains, because of alleged lack of juris- 
diction. Commissioner Leon G. Godley pointed 
out that the company had its chance to raise 
jurisdictional questions at the original hear- 
ing, and that it did not do so. Commissioner 
Godley also denied that the Commission’s 
order would impose any burden on the inter- 
state commerce business of the carrier in 
view of its own record of earnings. 


Onto Commission: Brotherhood of Lo- 
comotive Firemen v. Wheeling & Lake Erie 
Railway Co. A so-called “gas” locomotive 
operated by electric current generated from 
a gasoline engine located within the car in- 
stead of by current received through rails 
or through trolley wire was held to be a 
locomotive “propelled by electricity” within 
the meaning of a statute exempting such 
electrically driven apparatus from full crew 
requirements imposed on steam driven lo- 
comotives. 


Texas Court or Civit Appears: Woolf v. 
Del Rio Motor Transportation Co. In sus- 
taining an injunction restraining the opera- 
tion of a motor carrier because of its failure 
to obtain a certificate from the Texas Com- 
mission, the court held that the Texas motor 
bus law requires all operators using public 
highways for transporting persons for hire 
to obtain a certificate whether engaged “regu- 
larly” in business or not. (Reviewed in this 
issue.) 


Wisconsin Commission: Re City of 
Manitowoc. An ordinance of a municipality 
operating a water utility caused considerable 
friction where it provided that water mains 
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should be laid only in units one block in 
length. This rule seemed to work a hardship 
where only one or possibly a few property 
owners had to carry the cost of mains laid 
in a long block, particularly where such 
customer or customers were located almost 
adjacent to an existing main. The ordinance 
was revised and its provisions brought into 
line with those in other municipalities where 


other extension rules appeared to have 
worked more satisfactorily. 

Wisconsin Commission: Re Nekoosa- 
Edwards Light & Power Co. In granting 


an application by an electric company for 
authority to increase rates in the relative 
territories of Nekoosa and Port Edwards, 
Wisconsin, the Commission discussed the 
practical difficulty attending the classification 
of rural and urban electric consumers. The 
Commission permitted the company to clas- 
sify a few scattered consumers living on the 
outskirts of a village as rural consumers, not- 
withstanding the fact that they were located 
within the corporate limits. (Reviewed in 
this issue.) 


Wisconsin Commission: Re _ Electric 
Service in Vilas County. Upon an investiga- 
tion on its motion into the rights of vari- 
ous electrical utilities to render service in 
various towns of Vilas county, and as to 
whether the operation of a second utility 
is required by public convenience and neces- 
sity in any of said municipalities, the Com- 
mission found that the evidence did not show 
that any of the existing electric companies in 
that territory were either unwilling or unable 
to render reasonably adequate service at 
reasonable rates in the respective territory 
occupied by them. The Commission ruled, 
accordingly, that there was no legitimate 
basis upon which it could grant an order oust- 
ing one or more utilities, and substitute the 
service of another utility. 


Wisconsin Commission: Re Tenney 
Telephone Co. A proposal to install a toll 
charge for telephone service only upon 
messages originating on the system of a 
certain exchange and not charging for the 
same service on messages originating in 
other exchanges was denied as being unjustly 
discriminatory and contrary to state law. 


Wisconsin Commission: Re Village of 
Elmwood. In order to keep water rates at 
the lowest possible point, the Commission 
granted an application of the municipal water 
plant of Elmwood for exemption from statu- 
tory provisions requiring utilities to furnish 
meters at their own expense. Under this 
exemption the village is authorized to require 
its customers to bear the cost of meters. 


























WHAT READERS ASK 


Out of the mail bag of the editors have come these 
questions; because they touch upon subjects of broad 
interest to those in the public utilities field, they have 
been selected for publication—together with the an- 


swers. 


QUESTION 
Are utility companies guaranteed a 
reasonable return by the state where 
the utilities are regulated by State 
Commissions? 


ANSWER 


No. Popular writers and speakers often 
say that utilities are guaranteed a reasonable 
return, but there is no guarantee whatso- 
ever. Whenever utilities are under regula- 
tion they are permitted to earn a certain re- 
turn upon a rate base determined by the 
Commission. Rates are fixed by the Com- 
mission which rates it is thought will pro- 
duce that return. The company is merely 
allowed to get the return deemed reasonable, 
if it can. If the state guarantees the return 
and it should develop that the utility were 
unable to earn it, the state would have to 
make up the deficiency. This the state does 


not do. 
e 


QUESTION 
Is there any limit to the right of the 
state to engage in private business? 


ANSWER 

The only limitation is that the taxpayers’ 
money shall be spent for a public purpose. 
Colonel W. J. Donovan, former assistant to 
the Attorney General of the United States, 
in an article in the May, 1930, issue of the 
Annals of the American Academy of Po- 
litical and Social Science, expresses the opin- 
ion that this is not very restrictive. He 
Says that it is of interest to an economist 
to note that while recent decisions of the 
Supreme Court of the United States have 
closely circumscribed the principle of “busi- 
ness affected with a public interest” the Su- 
Preme Court has in recent decisions prac- 
tically abrogated its power of judicial review 
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What questions do you want to ask? 


in the field of public purpose in taxation, 
where the state itself is undertaking to par- 
ticipate in business. In support of this view 
he cites the opinion of Chief Justice Taft in 
a unanimous decision of the court as fol- 
lows: 

“The term ‘public use’ in these cases is 
so broad that the use for which the tax is 
laid may be any purpose in which the state 
may engage and this covers almost any 
private business if the legislature thinks the 
state’s engagement in it will help the gen- 
eral public and is willing to pay the cost 
of the plant and incur the expense of opera- 
tion.” Charles Wolff Packing Co. v. State 
of Kansas, 262 U. S. 522 at p. 537 (1923). 


e 


QUESTION 
Has a public utility the right to 
charge higher rates to a competitor 
than to other customers? 


ANSWER 


The rule has been announced in several 
cases that a higher rate to a competitor is 
illegal. Postal Cable Teleg. Co. v. Cumber- 
land Telepfh. & Teleg. Co. (1910) 177 Fed. 
726; Salisbury and S. R. Co. v. Southern 
P. Co. (1919) 179 N. C. 18, P.U.R.1920C, 
688. In the first of these cases it was said 
that the portion of the sovereign power with 
which telephone companies are, as common 
carriers, endowed, is given them for the pur- 
pose of serving not merely part of the pub- 
lic but all of the public and that all persons 
composing the public, even though they be, 
in a sense, competitors, are entitled to use 
their privileges upon equal terms and have 
equal rights both in respect to service and 
charge. 

The latter part of the statement referring 
to service is qualified somewhat by decisions 
in other cases, but the particular point in- 
volved here, equality of rates, seems to be 
correctly stated. 











The Utilities and the Public 





A Victory for the Montana Commission 


HE first judicial reaction to the 

decision of the United States Su- 
preme Court, handed down May 19, 
1930, in the North Dakota rate case, 
appears to have happened less than a 
month later, when a Federal “three- 
judge” court, sitting in Montana, dis- 
solved an injunction issued by a lower 
Federal court against the enforcement 
of a freight rate order of the Montana 
Commission. 

In deciding the North Dakota case 
last May, the highest court held that the 
Federal courts may not interfere with 
orders of State Commissions fixing in- 
trastate freight rates, unless and until 
the Interstate Commerce Commission 
finds that such an order discriminates 
against interstate rates. 

In the Montana case, the State Com- 
mission ordered lower rates on intra- 
state shipments of petroleum and its 
products more than a year ago. The 
railroad had succeeded in obtaining 


temporary restraining orders up to the 
recent dismissal of their complaint by 
the three-judge court. 

Federal Judge George M. Bourquin, 
who wrote the opinion, declared that the 
suit was on “all-fours” with the North 
Dakota case, and appended the follow- 
ing personal comment to his opinion: 


“Not as part of the decision but my own 
comment none the less, this waste paper 
complaint mulcted the consumers of gaso- 
line in Montana of more than $1,000,000 
and no part of which can be recovered by 
them—but it is not the fault of this court.” 


The decision is welcomed by advo- 
cates of state regulation as strengthen- 
ing the power of the State Commissions 
over the intrastate activities of rail- 
roads, a power which seems to have 
been dwindling since the Minnesota 
rate cases back in 1916. Some lawyers 
see the North Dakota case as a peak 
marking the farthest point of Federal 
interference with state regulation. 


e 


Commission Jurisdiction over Suburban Operations 


HEN is a suburb no longer a 

suburb? This apparently trivial 
little question has recently had a very 
consequential effect on the jurisdiction 
of at least two State Commissions— 
Missouri and Texas, respectively. It 
is an admitted fact that a small com- 
munity, having its original source as 
an offspring of a large adjacent city, 
can grow so large as to become legally, 
economically, and socially independent 
of the mother city. That is why no 
one ever refers to Minneapolis as a 
suburb of St. Paul, nor to St. Paul as 
a suburb of Minneapolis. They are 
twin cities—adjacent and growing into 


one another, but economically and legal- 
ly independent. 

On the other hand, the metropolitan 
area of a city can spread until it absorbs 
smaller municipalities in its path previ- 
ously independent, making suburbs out 
of cities that were once known in their 
own right. That is what happened 
when the city of Brooklyn was merged 
into the corporate entity of the city of 
New York. 

But what has all this to do with Com- 
mission regulation? That is the ques- 
tion that the Texas Court of Civil Ap- 
peals asked when the point was raised 
in proceedings to restrain the opera- 
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tions of a motor carrier without a cer- 
tificate from the Texas Commission. 
It appears that the motor carrier was 
operating between Villa Acuna, Mexico, 
and Del Rio, Texas. 

Now the Texas law exempts from 
the jurisdiction of the State Commis- 
sion, motor carrier operations “wholly 
within the limits of any incorporated 
town or city, and the suburbs thereof, 
whether separately incorporated or 
otherwise.” The carrier claimed that 
Villa Acuna, Mexico, which grew up 
just across the International Boundary, 
was really but an offshoot or suburb of 
Del Rio, Texas. 

In sustaining the Commission’s juris- 
diction, the court decided that no Mexi- 
can town could ever be called a suburb 
of an American town no matter how 
close together they might be located. 
The court said: 


“By no kind of logic or reasoning can 
any portion of a foreign country be held 
to be a part of any city within this coun- 
try’s jurisdiction.” 

The Missouri case turned on the 
point of whether the city of Independ- 
ence is or is not a suburb of Kansas 
City, Missouri. The answer to this 
question split the Missouri Commission, 
Commissioner Almon Ing refusing to 
share the opinion of his brother Com- 
missioners to the effect that Indepen- 
dence is a suburb. 

It seems that last April, the Commis- 
sion issued an order directing the 
Kansas City Public Service Company, 
which operates the street railway sys- 
tem both in Kansas City, Missouri, and 
Independence, to avoid threatened com- 
petition from independent bus opera- 
tors by installing a bus service for 
operation between Kansas City and In- 
dependence. 

Recently, the Public Service Com- 
pany filed a motion to have this order 
modified, pointing out that the Missouri 


law exempts from the jurisdiction of 
the Commission transportation utilities 
“operating over and along regular 
routes within any municipal corporation 
and the suburban territory thereto, 
forming part of a transportation sys- 
tem within such municipal corporation 
and adjacent suburban territory.” 

Now the utility contended that Inde- 
pendence is a suburb of Kansas City. 
Of course, if this were true, operations 
between the two points would be out- 
side the Commission’s jurisdiction, and 
the April order would be void to that 
extent. 

In sustaining the utility’s position, the 
Commission said: 


“The evidence shows that a very large 
portion of the population of Independence 
is employed in Kansas y B that the 
transportation problem of sas City and 
Independence is that of a metropolitan dis- 
trict and not of interurban service. The 
suburban territory of a great city is the 
territory inhabited largely by persons em- 
ployed within the city and which is de- 
ee upon and tributary to such city. 
t is territory which does not have an in- 
dependent economic life of its own, but is 
dependent more or less upon a great city 
for many of the features of modern urban 
life. The fact that Independence is a mu- 
nicipal corporation does not prevent its 
being in the suburban territory of Kansas 
City. Any great city has within its sub- 
urban territory cities and villages.” 


And so it happens that Independence, 
which is a considerably older city than 
Kansas City, must be content to be a 


suburb of its younger neighbor. But 
Independence citizens are not alone in 
their humbled position. The commun- 
ity of Georgetown, in the District of 
Columbia, was a thriving city when the 
only thing in Washington, according to 
a member of Jefferson’s Cabinet, was 
the “capitol building and a few negro 
shacks.” Today, Georgetown is only 
the name of a section of the city of 
Washington. It has lost even its sep- 
arate municipal life. 
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When Is a Scientific Rate Revision Objectionable? 


s there such a thing as “overdoing” 
I scientific rate revision? As far back 
as 1920, gas and electric companies— 
particularly the gas companies (whose 
per capita residential consumption 
reached their lowest around 1922)— 
began to think seriously about scientific 
rate revisions—rate revisions that 
would allocate fixed charges more 
equitably among the different classes of 
consumers, place distribution costs 
where they belonged, and all that sort 
of thing. 

Of course, the monthly service charge 
is much more than ten years old, but it 
was around 1920 that the utilities gen- 
erally began to see in it a valuable 
method of revising rates. Since then, 
we have had an epidemic of rate re- 
visions. Soon Commissions began to 
notice that a strictly scientific rate was 
not always the most successful rate. In 
a number of cases, the Commission 
weighed the dissatisfaction of consum- 
ers, who failed to understand why they 
should pay money when they didn’t use 
any gas or electricity, against the relief 
given to the more burdened commercial 
consumers. In some cases, it was found 
that smooth public relations were more 
valuable and rate revisions were accord- 
ingly disallowed. 

It appears, therefore, that one util- 
ity’s medicine might be another utility’s 
poison. What is this difference between 
companies? Does it depend on the 
temperament of the customers, or the 
policy of the local State Commission? 
A recent decision of the Michigan Com- 
mission would seem to indicate that it 
depends on neither of these, but simply 


on the complexion of the utility’s cus- 
tomer classification. 

Here is a passage from an opinion of 
the Michigan Commission in refusing 
to revise all the gas rates of the Michi- 
gan Federated Utilities, Mount Clemens 
Division, along the lines described in 
the foregoing paragraphs: 


“The company, through its engineer, Mr. 
Henry, testified that a different type of 
rate schedule than that which has hereto- 
fore been in effect in the territory in ques- 
tion, served by the company, should now 
be authorized by this Commission. His 
proposed type of schedule attempts to more 
nearly allocate to the various classes of 
customers their fair share of the expenses 
than is the case under the present type of 
rate schedule. 

“While this contention may be correct to 
a degree, yet he makes no mention of the 
fact that under the proposed schedule, ap- 
proximately one-half of all the customers 
of the company would pay increased rates, 
while the other half would pay reduced 
rates. 

“The territory served by the company 
has very few commercial and industrial 
consumers of gas, and the necessity for 
more nearly allocating the cost of service 
between different classes of customers is 
not sO important as it would be in a dis- 
trict where the distinctions between classes 
of customers are more marked than they 
are in the Mt. Clemens Division. The 
Commission is, therefore, of the opinion 
that the existing type of rate schedules, 
for the present at least, should not be dis- 
turbed.” 


Other Commissions have announced 
similar rulings, but this appears to be 
the first definite statement to the effect 
that a rate revision to allocate more ac- 
curately customer costs is unnecessary 
where there are not enough customers 
affected. 


Evidence Illegally Obtained Admitted 


by the Commission 


A“ interesting point was raised in 
a recent proceeding before the 
Pennsylvania Commission by a bus 
operator, Mr. Chester T. Davies, for 
authority to operate as a motor trucker 
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in the territory between Philadelphia 
and Scranton. It appears that Mr. 
Davies and his partner had, prior to the 
proceedings, already engaged in such 
operations without authority. Of 
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course, such operations were illegal—so 
much so that the Commission on the 
same day had fined the firm $500. But 
that was a collateral penal proceeding. 

During the hearing on the applica- 
tion, the Commission naturally called 
for evidence as to the convenience and 
necessity of the proposed service. Then 
it appeared that the only evidence on 
this point was the testimony of Mr. 
Davies and his partner based on the 
experience gained during their illegal 
operations. Whereupon, five railroad 
companies, protesting against the appli- 
cation, objected to the admission of 
such testimony because of its illegal 
origin. 

The Commission overruled the ob- 
jections, admitted the testimony—and 
subsequently granted the authority 
sought as a result of such evidence. 
The Commission stated: 


“In our opinion the testimony to which 
exception was taken is admissible, the 
weight, however, to be given to it being a 
matter for the Commission to determine. 
We know of no rule of law, nor has our 


attention been called to any decision of the 

court which holds or from which it could 

be inferred that in a proceeding before the 

Commission such evidence is not proper or 

admissible. In a criminal proceeding be- 

fore the court testimony of a confessed 
accomplice is competent and admissible, the 
weight to be given to such testimony being 

a matter for the jury. The Commission is 

an administrative body with quasi-judicial 

powers, and in order to exercise its judg- 
ment must be advised of all pertinent 
facts.” 

Although the point is rather a rare 
one, we find similar holdings by other 
State Commissions. If, as the Penn- 
sylvania Commission suggests, such evi- 
dence would be admissible in a court 
of law, a fortiori, it ought to be ad- 
missible before a Commission whose 
proceedings are not subject to usual 
court room rules of evidence. As one 
Pennsylvania court said: “There is no 
statutory designation either of the kind 
or quality of evidence required to in- 
duce a decision by the Public Service 
Commission, and it would be imprac- 
ticable to specifically define the quality 
necessary to produce that result.” 


A Refund of Excessive Depreciation Charges 


HE Ohio Associated Telephone 

Company has been ordered by the 
Commission of that state to refund to 
subscribers approximately $162,000 ex- 
cess charges collected from subscribers 
by the company and its predecessor, the 
Marion Telephone Company, since Au- 
gust 1, 1925. In adjusting the rates, 
the Ohio Commission allowed a net re- 
turn of 7 per cent, but more interest- 
ing was the disposition made of the 
utility’s depreciation allowance. 

It appears that during the last sixteen 
and a half years, this company, which 
had a rate base as of December 15, 
1928, amounting to $1,179,557.24, ac- 
cumulated wnused depreciation funds 
amounting to $416,034.95. Some of 
this reserve was dropped during a re- 
Organization in 1923, and more was 
dropped in another reorganization in 


1927, 
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From the value of the property car- 
ried on the company’s books and the 
amount set aside for accrued depre- 
ciation, the records showed that the 
actual depreciation sustained was not 
over 1.86 per cent annually, that the 
depreciation expense on the books of 
the company was not over 5.13 per cent, 
and that the current maintenance ex- 
pense on the books was not over 4.49 
per cent. 

In reducing the annual depreciation 
allowance to 3.61 per cent of the ap- 
praised value of the property, the Com- 
mission stated : 


“Considering these percentages, it is ap- 
parent that the amount treated as depre- 
ciation expense on the books (5.13%) is in 
excess of the actual depreciation sustained 
(1.86%). It is also apparent under these 
percentages, the unused balance of depre- 
ciation reserve would have been Four Hun- 
dred Sixteen Thousand, Thirty-four and 
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95/100 Dollars ($416,034.95), as of Decem- 
ber 31, 1929, if the integrity of this account 
had been maintained and not wiped out 
after the reorganization.” 


Here, it seems, is a specific example 
of how the ratepayer’s money can be 
hoarded over a period of years through 
the method of setting aside a fixed per- 
centage allowance for depreciation re- 
gardless of actual depreciation experi- 
ence. 

Of course, sooner or later, the melon 
will get so big the Commission will have 
to cut it and distribute the pieces to the 
ratepayers as the Ohio Commission did 
in the above case. But, such a practice 
seems not only economically questiona- 


e 


ble, but possibly discriminatory as be- 
tween the various generations of rate- 
payers. 

Why should those telephone sub- 
scribers in Marion, Ohio, during the 
last sixteen years, for example, have 
contributed to the accumulation of a 
fund to be distributed to the 1930 sub- 
scribers? What particular obligation 
does one generation of ratepayers owe 
to a future generation of ratepayers to 
justify such loose procedure. 

It reminds one of the witty remark 
attributed to the Irish dramatist, Rich- 
ard Sheridan : “What has posterity ever 
done for me that I should ever do any- 
thing for posterity ?” 


A Merger Making Municipal Acquisition 
Difficult Is Denied 


TT HERE’s an old saying to the effect 
that it is a poor rule which does 
not work both ways. Privately owned 
gas and electric companies in Massa- 
chusetts are probably wondering if this 
wouldn’t apply to a statute in the Bay 
State which compels a municipality, de- 
siring to take over a local gas or elec- 
tric business, to purchase the property 
devoted to both classes of service, when 
both services are owned by the same 
company. 

Heretofore, this legislation has usual- 
ly been regarded as favorable to pri- 
vately owned gas and electric compa- 
nies, protecting them to a certain ex- 
tent from municipal acquisition, since 
a town which might care to go into the 
electric business might think twice 
about the matter if it had to go into the 
gas business as well. 

But here is how this law resulted in 
thwarting the aims of two privately 
owned Massachusetts utilities. The 
Cambridge Gas Light Company decided 
to purchase the Cambridge Electric 
Light Company. When the proposal 
was made to the Massachusetts Depart- 
ment of Public Utilities, that body re- 
fused to approve of the consolidation. 


The Department admitted that many 
economies would accrue and even inti- 
mated that approval would be granted 
if it were not for the law already de- 
scribed. But because the consolidation, 
under this law, would make it more 
difficult for the city of Cambridge to 
go into the utility business if it should 
ever have a mind to do so, the merger 
was denied on the ground that it was 
undesirable. 

The opinion of the Department said 
in part: 


“We delayed our decision on the com- 
pany’s petition, having some expectation 
that the legislature would adopt the recom- 
mendation of the special Commission on 
control and conduct of public utilities, ap- 
pointed in 1929, that the statutes be changed 
so that a municipality determining to en- 
gage in the business of the manufacture 
and sale of gas or electricity would not be 
required to take over both the gas and 
electric plants in their community when 
both are owned bv the same company. 

“If the recommendation had been adopt- 
ed, a very different situation would have 
been presented for our consideration. The 
legislature having failed to adopt the 
recommendation, we feel that it is inad- 
visable, in the present instance, to depart 
from a policy that has been consistently 
followed in this commonwealth since 


1910.” 
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is the more-load-per-consumer meter. _ 
The H C is the correct meter when loads 


Sangamo Type HC Meter is for modern load building. It has a straight-line accuracy 
from the lightest up to 300 per cent. load and is temperature compensated from 20 
te 120 deg. F. at all power-factors. It is not appreciably affected by variations in 


voltage or frequency. Bulletin 79 tells all about the HC Meter. Write for it. 


SANGAMO 


ELECTRIC COMPANY 
SPRINGFIELD, ILLINOIS 


v 














Henry C. Spurr Kenpact Bannino Ettsworts Nicuots 
Editor Editorial Director Associate Editor 
Francis X. Wetcu M. M. Stout 
Contributing Editor Assistant Editor 


Public Otilitres 
Fortatghtly 


c 
































VotumeE VI August 7, 1930 Numpser } 
MI RY 8s Os gs 38 or —— 
Towers of America’s Trafficways_____. (Frontispiece) a 
Why the Couzens Bill Will Not Undermine 

the Powers of the State Commissions... James Couzens... 131 
An Ambassador Makes a Speech__ Z. pe tee S59 141 
Presenting the Case of the Utilities to the Public__James H. Collins. 142 
ESTES IEP 2: SS A LORS CLI TA ETE 14 
The Real User of a Charter of a Utility___ _Henry C. Spurr_______. 151 
The Gas Man Robs the Undertaker = Armstrong Perry 158 

No. 6; Heroes of the Armies of Industry. 
As Seen from the Side-lines___ i a a, John T. Lambert... 161 
What Others Think Ce chee teeigmeninceree——~ 16 
What the Commissions Are and Are Not Are the Attacks On the Utilities Inspired 
Accomplishing. by Socialist Propaganda? 
The Bogy of “Big Business.” 

Sr nn _ 1 
The March of Events... === oa wee cone ae Ue 
SE RI ee ee ACR oe 182 
nn : 186 
Public Utilities Reports... RSS ER 191 
ate al ad ek Sr al ell Dao hE Seat ae Caliah Niece hse 192 





Contents of previous issues of Pustic Uricitizs FortNIGHTLY can 
be found by consulting the “Industrial Arts Index” in your library. 





PUBLIC UTILITIES REPORTS, INC., PUBLISHERS 


Pustic Urititizs Fortnicutty, a magazine dealing with the problems of utility. regulation and allied topim 
including the decisions of the state commissions and courts, now issued in conjunction with Public Utilities Re 
ports, Annotated; endorsed by the National Associations of the Utility Industry and by the National Associatios 
of Railroad and Utilities Commissioners, and supported in part by those conducting public utility service, mamr 
facturers, bankers, accountants and other users of the publication. 

Pustic Urititizs Fortnicutry, published every other Thursday, 75 cents a copy; $15.00 a year. 

Pustic Utitirizs Reports, ANNoTaTEeD, 5 bound volumes with Annual Digest, $32.50 a year. 

Pustic Uritiries Reports, ANNOTATED, wit Pusuc Urtititres Fortwicutty, combined price $42.50 a yet 
Publication office, 615 Duffy-Powers Building, Rochester, N. Y.; editorial and executive offices, Munsey Building 
Washington, D. C. Entered as second-class matter April 29, 1915, at the Post Office at Rochester, N. Y., unde 

the Act of March 3, 1879. Copyright, 1930, by Public Utilities Reports, Inc. Printed in U.S.A. 


IV 





















BER } 


_ 12 
_ 130 


. 131 
. 14{ 


14 
“151 
_ 15 


_ 16 


_ 17 
173 
182 
_ 186 
_ 19 
192 


| topic 
ties Rey 
sociation 
, manr 












CA 








AUGUST 


BQ 








Reminders of 
Coming Events 


Notable Events 
and Anniversaries 


of LU ANACKR 








7| TA 


A spectacular demonstration of the newly-discovered and mysterious natural gas, 
ballyhooed as “Inflammable Air,” was opened as a side-show in Richmond, Va., 1803. 
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The first passengers of the Mohawk & Hudson railroad were hauled by horses over 
the 16 miles of tracks between Albany and Schenectady, N. Y., 1831. 











9 Se ROBERT FULTON’S first experimental steamboat trip was made on the Seine, @® 
in France, four years before his “Clermont” steamed up the Hudson; 1803. 
10 S The first excursion rate of record was announced by a ship owner of Athens who ad- 


vertised trips to the Colossus of Rhodes, 280 B.C. {HERBERT HOOVER born, 1874. 
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Twelve transcontinental trains with 1,200 passengers, were deserted at way stations 
when the crews walked out in sympathy with the shopmen’s strike, 1922. 
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The Public Utilities Commission of Colorado was created, 1914. The last splice was 
completed in the New York-Chicago telephone cable, 1925. ‘ 
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The steamship “Cristobal” passed through the Panama Canal, thus formally opening 
up this great structure to the service of transportation, 1914. 
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One of the first successful railroad locomotives to be operated in the United’ States 
was invented and patented by MATTHIAS BALDWIN of Philadelphia, 1842. 
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The first telephone exchange in Michigan was opened in Detroit, 1878; the first ex- 
change in New Jersey was opened in Camden, 1879. ‘ 











16 Sa The first patent on the arc light, forerunner of the incandescent lamp, was obtained 
by THOMAS WRIGHT, 1845; the first commercial installation was in 1862. 
17 is The air brake invented by GEORGE WESTINGHOUSE in 1867, which revolu- eC 


tionized railroad transportation, received its first successful test, 1868. 
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GENERAL LAFAYETTE, on his tour of the U. S., witnessed the first recorded com- 
mercial use of natural gas as an illuminant at Fredonia, N. Y., 1821. 
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ORVILLE WRIGHT, co-inventor of the airplane and the foremost living pioneer in an 
industry that has now developed into a public utility, was born in Dayton, Ohio, 1871. 











After years of experiment, WILLIAM D. COOLIDGE invented the process of mak- 
ing tungsten ductile for the incandescent lamp, 1911. 




















“A wise man will make more opportunities than he finds.” 
—Bacon 




















From a lithograph by Louis Loszowick Courtesy the Weyhe Gallery, N. Y. 


Towers of America’s Trafficways 
A striking study of the new Hudson Bridge, New York 





